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Let us help. 


GruntWorx technology eliminates the need for hiring 
extra staff to organize and enter client data into your tax 
preparation software by automating those time-con- 
suming tasks. Just scan client documents — in any order 
— and send those files to GruntWorx; we'll do the rest. 


Get the free trial 
and see for yourself. 


Try now at GruntWorx.com 
Toll-free 877.830.6059 
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Insurance Plans from the AICPA Insurance Trust: 
They're as versatile as you are. 


Protection—no matter what you may encounter 

Your AICPA membership grants you access to an impressive suite of Plans 
endorsed by the AICPA with insurance issued by The Prudential Insurance 
Company of America (Prudential). These Plans are designed to offer the 
coverage and options CPAs like you need. For instance, the CPA Life, Group 
Variable Universal Life (GVUL), Level Premium Term (LPT) and Spouse Life 
Plans offer up to $2.5 million in coverage, depending on your age and 
memberships, plus optional features that let you tailor them to your family’s 
needs. And the Long Term Disability (LTD) Income Plan offers monthly 
benefits up to $12,000. With these and other Plans to choose from, you're 
sure to find the right insurance plan at competitive rates that fits your own 
financial plan. 


Annual Cash Refunds lower your costs 

Each year, the money not needed to pay claims and other expenses is 
distributed to participants in the form of Cash Refunds. While not guaranteed, 
participants under all AICPA Insurance Trust Plans have received Cash Refunds 
from the Trust every year without fail, since each Plan's inception. Find out what 
over 185,000 CPAs already know—that AICPA-endorsed insurance Plans offer 
coverage you can trust. 


For more information, visit the 
AICPA Insurance Trust website at 
cpai.com or call one of our Trusted 





Not an AICPA member, but Advisors at 800-223-7473. 
want to take full advantage of 
these exclusive insurance plans Need insurance for your Firm? 
that offer affordable rates? aarr . . 
Visit cpai.com to see the insurance 
Me ciepe ore eumeatnbership solutions available for your business. 


information today! 





You should consider the contract and the underlying funds’ investment objectives, risks, charges and expenses carefully before 
investing. Both the contract prospectus and the underlying fund prospectuses contain this and other important information. Contact 
Aon Securities, Inc. for the prospectuses. You should read them carefully before purchasing a contract. 


Group Term Life and Disability coverages are issued by The Prudential Insurance Company of America, a Prudential Financial company, Newark, NJ. 
The Booklet-Certificate contains all details, including any policy exclusions, limitations, and restrictions, which may apply. Contract Series: 83500. 
Group Variable Universal Life (GVUL} coverage is issued by The Prudential Insurance Company of America and GVUL is distributed through Prudential 
Investment Management Services LLC (“PIMS"}. Both are Prudential Financial companies, Newark, NJ. Contract series: 89759. Coverage is offered 
and administered through Aon Securities Inc., Member FINRA/SIPC, 159 East County Line Road, Hatboro, PA 19040-1218, 1-800-223-7473. The Plan 
Agent of the AICPA Insurance Trust is Aon Insurance Services. Aon Securities Inc. and Aon Insurance Services are not affiliated with either Prudential 
or PIMS. Aon Insurance Services is the brand name for the brokerage and program administration operations of Affinity Insurance Services, Inc.; (TX 
13695): (AR 100106022): in CA & MN, AIS Affinity Insurance Agency, Inc. (CA 0795465); in OK, AIS Affinity Insurance Services Inc.; in CA, Aon Affinity 
Insurance Services, Inc., (CA 0694493), Aon Direct Insurance Administrators and Berkely Insurance Agency and in NY, AlS Affinity Insurance Agency. 
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28 | COVER STORY 


Tax season launches 
Despite another year of uncertainty 
about congressional passage of 
retroactive “extender” provisions, 
CPAs’ tax season can benefit from 


these tips and resources. Plus: The 
JofA’s annual quick guide, a tear-out 
card that contains dollar thresholds, 
tax tables, standard amounts, 
credits, and deductions to keep at 
your fingertips during tax season. ® 








34 | Bookkeeping 38 | Q&A: How to 42 | Brand-building tips for small firms and sole 


or preparation present your prices practitioners 

service? That is the to customers Whether it’s something quirky, such as flying to work, or 
question Talking about price with more mainstream, such as serving a specialized market, 
The Center for Plain clients isn’t as simple creating a brand can help you grow a business and stand 
English Accounting as saying, “That'll be. out in a crowded market. ® 

provides considerations $19.99, please.” Here 

for accountants to are the best practices 

help them determine to employ when using 

whether an engagement value pricing. 


is considered a book- 
keeping service or a 
preparation service that 
would require adherence 
to the requirements of 


SSARS No. 21. @ 46 | How to avoid the 10% additional tax on early 


retirement distributions 

Exceptions to the 10% tax for early withdrawals from 
retirement plans help clients save more for retirement 
while giving them access to much-needed cash for 
expenses such as home purchases, medical bills, college 





tuition, and others. 
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“rework” of a previous audit. 


56 | Tax Practice Corner 
A day late, a dollar short 
An otherwise “innocent spouse” could still 
be liable for penalties and interest. ® 


58 | Tax Matters 

Congress changes partnership audit and 
adjustment rules @ 

Missing signature means return 1s invalid 

No FICA refund after employer's bankruptcy 

Tax Court allows discount for assumption of 
estate taxes 

Cost of internet domain names used in 
business must be capitalized 

OECD proposes rules to reduce global tax 
avoidance 

TIGTA: Some PTIN holders noncompliant 


or unsuitable 


63 | Expanding Your App-titude 
Make meeting planning easier with Doodle 
Want to schedule ahead with Uber? Try 


TimeTravel 


64 | Technology Q&A 
Learn how to simplify tax return prep and 
better secure ShareFile transfers. Also, use 
Excel’s logic to better sort rows of data, 
and “grade” your writing in Word. 


69 | Inside AICPA 
Former AICPA chairman receives Institute’ 
highest award 
Germano receives profession's highest honor 
in taxation 
Members recognized for sustained volunteer 
service 


Where to Turn 


72 | The Last Word 
Patricia D. “Trish” 
Shannon, CPA, 
CGMA, is the 
CFO and senior 
vice president for 
strategy, innovation, finance, and grants 


management for the AARP Foundation. _ 





CPE DIRECT 
Another major 
benefit for JofA 
readers 

Stay current through 
the JofA and earn 
CPE credit based on 
JofA articles—with 
the CPE Direct self- 
study subscription 
program. You can 
earn up to 48 CPE 
credits a year. 
Quarterly CPE 

Direct study guides 
combine JofA articles 
with supplementary 
materials and exams. 
An annual 
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° Interactive technology 
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° Targeted case studies 





4 & 


Lockhart’s Portfolio Folder ‘ 


Doni setile. 










Ayohae! * Sarat sas 
j&5 will 
fick 


ee 
15 ns ¥ 
—<ome 1hh RETOUR 
iN ‘ 









“Im very impressed with the 
guality of your products and the 
attention to detail fo ensure that 
if was Gone perfectly! Thank you 
again for all of your hard work 
and delivering what | believe is 
a wonderful product to present 
fo my clients.” 

Shawn Wilson, CPA 


Today, more than ever, clients and prospects are looking for tangible 
signs of credibility. Lockhart’s Porifolio Folders will give your firm’s 
deliverables an unmatched sustainable competitive advantage. 


Visit www.PresentationFolders.com/Gallery to see the many imprinting 
options available and imagine how we can help take your image 
to the next level. 


Request a sample package and 
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CALL 800-966-2709 for Special Offer #J116 
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Proposal would create new status for retired CPAs 


Revised rules would allow volunteer, uncompensated service. 


A new, uniform “Retired-CPA” status would be created under a proposal issued by 
the boards of directors of the AICPA and the National Association of State Boards 
of Accountancy (NASBA). 

‘The proposal would revise the AICPA/NASBA Uniform Accountancy Act 
(UAA) and the NASBA UAA Rules to allow retired CPAs to continue to serve their 
communities without remaining active CPAs in practice. 

The current UAA includes an “Inactive-CPA” status, which indicates that a CPA 
has not maintained the required amount of continuing professional education and 
cannot claim CPA status without current CPE. 

State boards of accountancy have asked NASBA for guidance on how to recog- 
nize both inactive and retired CPAs, and without a uniform approach, a majority 
of states have adopted their own retired status in their statutes or rules. As a result, 
there is inconsistency in treatment of this class of CPAs. 

The UAA Committee is recommending the creation of a uniform Retired-CPA 
status that would allow Retired-CPAs to offer a limited array of volunteer, uncom- 
pensated services to the public. The UAA Committee is recommending that inactive 
CPAs who are at least 55 years old be allowed to: 

m Refer to themselves as “Retired-CPA’ with appropriate registration with their 
state board. 

Offer volunteer tax preparation services if competent. 

@ Participate in government-sponsored business mentoring programs if competent. 

® Serve on the board of a not-for-profit organization if competent. 

Retired-CPAs would be required to affirm to state boards of accountancy that 
they understand the limitations on what services they offer; agree not to use their 
retired status in a misleading way; and maintain professional competency, without a 
specific CPE requirement, when offering any of the permitted volunteer services. 

Comments on the proposal, available at tinyurl.com/nqjmts6, are sought by Feb. 2 
and can be submitted to RetiredExposureDraft@aicpa.org. 
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Percentage of female partners at firms 
employing two to 10 CPAs. 


Cee e ee eee eee ewer eee oes oeeeeeseeeeeeeoes 


Percentage of female partners at firms 
employing 100 or more CPAs. 


Source: AICPA CPA Firm Gender Survey. 
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Portion of college students with loans 
who say their debt means they will 
need to live with their parents after 
graduation. 


Source: AICPA survey of 751 college students; 357 
respondents have student loans. 


Visit journalofaccountancy.com 
for news updated daily. You can 
also subscribe to news alerts at 
journalofaccountancy.com/alerts. 
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Not-for-profit finance teams that use 
a mix of full-time and part-time staff, 
according to a survey by software 
provider Abila. 


8% 
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Not-for-profit finance teams that use a 
mix of paid and volunteer staff. 


a 


Not-for-profit finance teams that 
outsource elements of accounting/ 
bookkeeping. 


Source: Abila Nonprofit Finance & 
Accounting Study. 
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Business models may change 


One-third of organizations predict at least some changes in their business models as a 
result of the new revenue recognition standard. 


Significant changes 
MM Moderate changes 
HM Some changes 

@ No changes 

@ Not sure 





Source: PwC and Financial Executive Research Foundation survey of 284 U.S. company executives. 





Lease accounting standard gets preliminary 
approval 


Rules will bring new assets and liabilities onto balance sheets. 


New requirements that will bring lease assets and liabilities onto company balance 
sheets are expected to be issued in early 2016 after FASB voted 6-1 to send its leases 
standard for final drafting. 

The new standard will include substantial changes to lessee accounting that may 
require preparers to implement new systems and internal controls and will result in 
substantial additions of lease obligations to many balance sheets. Lessor accounting 
will experience less change under the new standard. 

When FASB’s staff is finished preparing the final draft of the standard, the board 
will take a final vote by written ballot. 

In addition, FASB voted 4—3 to have the staff prepare a final draft of a new 
standard for classification and measurement of financial instruments. 

Although the leases standard began as a convergence project designed to har- 
monize U.S. GAAP with IFRS, FASB and the International Accounting Standards 
Board (IASB) ultimately could not reach agreement on some key issues. 

Nonetheless, FASB voted in favor of an effective date that’s similar to the [ASB’s, 
and an IASB spokesman said the board expects to coordinate its release of the 
standard with FASB’s. 

FASB’s standard will take effect for public companies in fiscal years beginning 
after Dec. 15, 2018, including interim periods within those fiscal years. For private 
companies, the standard will be effective for annual periods beginning after Dec. 

15, 2019. Early adoption will be permitted for all organizations upon issuance of 
the standard. 

The SEC staff recommended in 2005 that accounting guidance for leases be 
reconsidered. Since then, FASB and the IASB have been working to come up with a 
standard that would address criticism that accounting for lease transactions does not 
represent the economics of all leases, in part because most of them are not reflected 
on the balance sheet. cn | 
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IASB presents its view OVERHEARD 
of materiality 


Mt / 
FASB also is working to clarify | really don t nave 
the concept for preparers. . 

a preconceived 
‘The International Accounting Standards 
Board (IASB) published its draft | | 
guidance on materiality to help company | d €d OF ot lon of 
management determine which informa- 


tion to disclose in financial statements. W h at N eo G d 5 to b Gc 


‘The guidance follows similar action 
by FASB, which issued two proposals 
intended to clarify the concept of d ONE, VV n at | dim 
materiality for financial statement : . ° : nN 
preparers who are trying to discern d O IN) Q | S | | Se NIN Q . 
what information to disclose in 
financial statements. Both proposals Candace Wright, CPA, incoming chair of the 
are part of wider efforts by the boards Private Company Council 
to help management deliver financial 





statements that present information 
in a clear and effective way while 
eliminating “disclosure overload.” 


The EAGBG ideale ouidance was Underestimating obstacles in retirement planning 
developed in response to concerns CPA financial planners say the following percentages of their clients underestimate 
that uncertainty about how to ap- these important factors in their retirement planning: 
ply the concept of materiality leads 
management to use the disclosure GUST SENC TS RD Ea a ee eee 


requirements in IFRS as a checklist. 
This can result in excessive disclosure 
of immaterial information that makes 
financial statements cluttered and less 
understandable while obscuring useful Ocoee 
information, according to the IASB. 
The draft guidance is intended as a 559 - 
complement to an amendment made in 
2014 to IAS 1, Presentation of Financial 
Statements, which clarified that compa- 
nies do not need to apply the specific 
disclosure requirements in the standards 36 
if the related information is immaterial. 
The draft guidance describes: 
m The characteristics of materiality. 
® How to apply the concept of mate- 


54% —<— $$ 





riality when making decisions about S496) ero bg 
presenting and disclosing informa- 
tion in the financial statements. 50% —— we ———_——— ae Soe 


= How to assess whether omissions 
and misstatements of informa- 





; een heis ial 49% ——— ———— ————_——- 
tion are material to the fnanct Individual life Combined life Total funds required Retirement expenses 
statements. expectancies expectancies (of to retire 

q spouses} 
Comments can be submitted to the powers. 
IASB via its website until Feb. 26. Source: Q3 2015 AICPA Personal Financial Planning Trends Survey. 
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TO-DO LIST 
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Key dates 


Jan. 15: 

Fourth estimated tax payment is due for 
calendar-year individuals (unless 2015 return is 
filed and tax paid by Feb. 1). 


Drafts outstanding 


AICPA 

Proposed Revisions to AICPA/NASBA Uniform 
Accountancy Act and NASBA Uniform 
Accountancy Act Rules Section 6(d) and Rule 6-7 
(Inactive/Retired Status) 

Comment deadline: Feb. 2 

ED: tinyurl.com/naqjmts6 


AICPA Peer Review Board 

Proposed Changes to the AICPA Standards for 
Performing and Reporting on Peer Reviews, 
Improving Transparency and Effectiveness of Peer 
Review 

Comment deadline: Jan. 31 

ED: tinyurl.com/p2ehknk 


FASB 

Proposed Accounting Standards Update, 
Government Assistance (Topic 832): Disclosures by 
Business Entities About Government Assistance 
Comment deadline: Feb. 10 

ED: tinyurl.com/np352yu 


IFAC 

Exposure Draft 57, Impairment of Revalued Assets 
Comment deadline: Jan. 15 

ED: tinyurl.com/pzbap6éa 


Exposure Draft 58, Improvements to IPSASs 2015 
Comment deadline: Jan. 15 
ED: tinyurl.com/prr3ht9 


Consultation Paper, Recognition and 
Measurement of Social Benefits 
Comment deadline: Jan. 31 

CP: tinyurl.com/q727dqx 
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FASB proposal addresses government 
assistance disclosures 


The board is seeking to eliminate diversity in 
practice. 


FASB proposed an Accounting Standards Update (ASU) de- 
signed to increase transparency related to business disclosures 
about government assistance arrangements. 

The proposed ASU, Government Assistance (Topic 832): Dis- 
closures by Business Entities About Government Assistance, would 
provide stakeholders with more information about existing 
government assistance agreements and help those stakeholders 
better assess the nature of the assistance, according to a FASB 
news release. The proposal would require disclosures about 
the accounting for government assistance and the disclosures’ 
effect on the business organization’s financial statements. 

FASB’s release said that current U.S. GAAP lacks explicit 
guidance for government assistance disclosures, resulting 
in “diversity of practice” in reporting on government assis- 
tance arrangements. 

FASB’s proposal would require businesses to make the fol- 
lowing disclosures related to government assistance in annual 
financial statements: 
® Information about the nature of the assistance, significant 
categories, and the method applied to account for the 
assistance. 

Line items on the balance sheet and income statement 

that are affected by government assistance and applicable 

amounts. 

& Significant terms and conditions of the agreement, includ- 
ing commitments and contingencies. 

= The amount of government assistance not recognized di- 
rectly in any financial statement line item, unless impractical. 

The guidance would apply to an organization other than 
a not-for-profit business already covered under ASC Topic 
958, Not-for-Profit Entities, that enters into a legally enforce- 
able agreement with a government to receive value. It would 
not apply to transactions (1) in which the government is 
“legally required to provide a nondiscretionary level of as- 
sistance to an entity simply because the entity meets applicable 
eligibility requirements that are broadly available without 
specific agreement between the entity and the government,” 
and (2) in which the government is solely a customer. 

Comments on the proposal are due Feb. 10 and can be 


made on FASB’s website. 
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AICPA, CIMA propose deeper partnership 


Association would integrate operations, strategy, and management. 


Building on their existing joint venture, and based on environmental trends and demographic 
shifts, the AICPA and the Chartered Institute of Management Accountants (CIMA) are 
proposing to create a new association while preserving their existing membership bodies. 

‘The association would integrate operations, strategy, and management of the two organiza- 
tions to further advance advocacy and achieve economies of scale, thereby driving enhanced 
support for, and promotion of, both public and management accounting. 

“We believe this proposal would strengthen the accounting profession today and for future 
generations,” said AICPA President and CEO Barry Melancon, CPA, CGMA, who described 
the proposal as critical to staying ahead of demographic, talent, business, and marketplace trends. 

In 2011, the AICPA entered into a joint venture with CIMA, the world’s largest manage- 
ment accounting professional body that prepares people for careers in business and establishes 
best practices. The joint venture created a new complementary designation, the Chartered 
Global Management Accountant, or CGMA, for the nearly 50% of the AICPA’s members who 
work in businesses of all sizes and in ownership structures. 

Under the current proposal, AICPA members would remain members of the AICPA and be 
awarded membership in the new association as part of their regular AICPA dues. CIMA 
members would similarly remain members of CIMA and be part of the new association. While 
the AICPA and CIMA would maintain their respective membership bodies and governing 
councils, the deeper partnership would enable the organizations to advocate for the public 
interest and promote designations with the power of 600,000 current and next-generation 
accounting professionals worldwide, the Institute said. Integrating operations, strategy, and 
management is intended to also accelerate and expand the research, resources, and services the 
organizations provide. 

The AICPA would continue to focus efforts on keeping the CPA strong in the United States 
and extending its influence. 

Creation of the proposed association would require an affirmative member ballot for both 
AICPA and CIMA. The AICPA is talking with members about the proposal and what it 
would mean for all stakeholders. If that dialogue is positive, a ballot initiative could occur in late 
spring 2016. 


To learn more and share comments, visit aicpa.org/horizons. 


SEC penalties total $4.2 billion in FY 2015 


Actions for federal securities laws violations set a record high. 


the previous year. 





billion for the 2015 fiscal year. 


The SEC filed more than 800 enforcement actions and obtained orders totaling about $4.2 
billion in disgorgement and penalties in the 2015 fiscal year, which ended Sept. 30. 

There were 807 actions filed during the fiscal year, the commission said. Of them, a record 
507 were independent actions for violations of federal securities laws—up 23% compared with 


The remaining 300 actions were either against issuers who were delinquent in making re- 
quired filings to the SEC or administrative proceedings seeking bars against individuals based 
on criminal convictions, civil injunctions, or other orders, according to an SEC news release. 

In fiscal 2013, there were 676 enforcement actions, followed by 755 in fiscal 2014. The 
amount of disgorgement and penalties has grown from $3.1 billion in fiscal 2012 to $4.2 


Financial reporting remained a key enforcement priority this year, the SEC said. Other 
areas of focus included ensuring exchanges, traders, and other market participants operate 
fairly; rooting out insider and abusive trading schemes through data; and fighting market 


manipulation and microcap fraud. 
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Disclosure of audit committee’s oversight increases 


Focus on evaluation of external auditors has intensified. 


Public company audit committees are increasing disclosures related to their oversight of 

external auditors, a Center for Audit Quality (CAQ) study shows. 

Compared with 2014, more companies in the Standard & Poor’s (S&P) 1500 
included information in their proxy disclosures about the factors they considered in ap- 
pointing an audit firm, their responsibility for audit firm compensation, and the criteria 
they discuss when evaluating their audit firm. 

The study of proxy disclosures was conducted by the CAQ, which is affiliated with 
the AICPA, and independent research provider Audit Analytics. It appears to show the 
results of heightened focus on the audit committee’s role in choosing and evaluating the 
external auditor. 

Areas showing a rise in disclosures compared with 2014 included: 

m Factors considered in selecting the audit firm: Disclosures increased for compa- 
nies in the S&P 500 (25% in 2015, up from 13% in 2014), the S&P MidCap 400 
(16%, up from 10%), and the S&P SmallCap 600 (11%, up from 8%). 

= Audit firm compensation: Audit committees disclosing their responsibility for 
determining compensation for the audit firm rose for companies in the S&P 
500 (16%, up from 8%), the S&P MidCap 400 (3%, up from 1%), and the S&P 
SmallCap 600 (5%, up from 1%). 

& Audit firm evaluation and supervision: More audit committees disclosed their 
criteria considered when evaluating the audit firm at companies in the S&P 500 
(24%, up from 8%), the S&P MidCap 400 (25%, up from 7%), and the S&P 
SmallCap 600 (22%, up from 15%). 

For each of the three index sizes, more companies also included a statement that the 
audit committee is involved in partner selection and a statement that the audit partner 
rotates every five years. 


PCC will continue to explore GAAP alternatives 


Council's advisory role to FASB will be expanded. 


The Private Company Council (PCC) will continue exploring potential alternatives to financial reporting standards for private 
companies and will expand its advisory role on standards FASB is developing, according to a report released by the Financial 
Accounting Foundation (FAF). 

The continued exploration of potential private company alternatives could be interpreted as a shift in direction from the 
FAF proposal in February that called for a continued transition for the PCC into a body that primarily provides input on FASB 
agenda projects. FAF asked for comment on whether the “look-back” phase of considering possible GAAP alternatives for 
private companies was complete or nearly complete. 

Some comment letter writers—including the AICPA—wrote that the PCC’s work on private company alternatives was not 
close to being finished. AICPA President and CEO Barry Melancon, CPA, CGMA, and then-AICPA board Chair Tommye E. 
Barie, CPA, wrote a May 8 letter to the FAF trustees. 

“Consistent with how the PCC was established, FASB and PCC must be partners in deciding when differences in GAAP are 
appropriate,” Melancon and Barie wrote. “Ihe PCC cannot become merely an advisory body to FASB.” 

A review report on the PCC released by FAF—which is FASB’s parent body—confirmed that the work on alternatives should 
continue. The report also described various mechanisms through which the PCC will assist FASB in developing its standards. 

“Part of the goal is to work more collaboratively on the front end with the FASB,” Candace Wright, who will replace Billy 
Atkinson as the PCC chair this month, said in a telephone interview. 

‘The report is the result of a formal, three-year review that was mandated when FAF created the PCC in 2012. The PCC has 
created four GAAP alternatives for private companies, addressing accounting for intangible assets in a business combination; 
applying variable-interest entity guidance to common-control leasing arrangements; accounting for goodwill; and creation of a 
simplified hedge accounting approach to accounting for certain interest-rate swaps. 
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ASB issues new standard 


Rules will apply to audits of ICFR 
integrated with financial statement 
audits. 


The AICPA Auditing Standards Board (ASB) 
issued a new standard to establish require- 
ments and provide guidance that apply only 
when an auditor is engaged to perform an 
audit of internal control over financial report- 
ing (ICFR) that is integrated with an audit of 
financial statements. 

Statement on Auditing Standards No. 130, 
An Audit of Internal Control Over Financial 
Reporting That Is Integrated With an Audit of 
Financial Statements, takes effect for integrated 
audits for periods ending on or after Dec. 

15, 2016. 

‘The new standard states that although the 
objectives of an audit of ICFR and an audit 
of financial statements are not the same, the 
auditor should plan and perform the integrated 
audit to achieve the respective objectives simul- 
taneously. Under the guidance, the auditor 
should design tests of controls: 

@ To obtain sufficient appropriate audit 
evidence to support the auditor’s opinion on 
ICFR as of the date specified in manage- 
ment’s assessment of ICFR, and 

®& To obtain sufficient appropriate audit 
evidence to support the auditor’s control 
risk assessments for purposes of the audit of 
financial statements. 

When the new standard takes effect, the 
ASB will withdraw Statement on Standards 
for Attestation Engagements No. 15, An 
Examination of an Entity’s Internal Control 
Over Financial Reporting That Is Integrated 
With an Audit of Its Financial Statements. 

Also withdrawn will be a related attestation 

interpretation, “Reporting Under Section 112 

of the Federal Deposit Insurance Corporation 

Improvement Act.” 

At the same time, amendments to various 
sections in SAS No. 122, Statements on Audit- 
ing Standards: Clarification and Recodification, 
will take effect. 

At a later date, the ASB will consider 
developing an attestation standard address- 
ing examinations of internal control other 
than ICFR that is integrated with an audit of 
financial statements. 
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Internal auditors receive modest 
raises 


Median salaries for many U.S. positions have 
decreased. 


Although internal auditors in the United States and Canada 
generally received modest pay raises in the past year, the me- 
dian salaries for many U.S. internal audit positions decreased, 
according to a new survey report. 

In the 2015 internal audit compensation study published by 
‘The Institute of Internal Auditors (IIA), 80% of U.S. respon- 
dents reported granting internal audit employees a base salary 
increase of between 2% and 4%. That’s up slightly from the 
79% that received raises of 2% to 4% the previous year. 

Meanwhile, 72% of U.S. organizations participating in the 
survey are expected to give all of their internal audit employees 
base pay increases in the next 12 months, an increase from 
70% in the 2014 survey and 68% in the 2013 survey. 

But median salaries in the United States for nine of the 10 
internal audit positions represented in the survey decreased 
from last year. The lone exception was IT audit director, 
which increased by 2.4%. Overall, the median salaries across 
the 10 positions in the survey dropped by an average of 2.8% 
compared with last year. 

‘The survey showed that internal auditors can increase their 
compensation, though, by acquiring skills that are in high 
demand. Auditors in the United States with expertise in areas 
such as fraud/forensic accounting, IT, or environmental audit- 
ing are paid significantly more than those who perform only 
operational audits, according to the survey. The survey data 
show that each additional area of expertise increased salaries by 
about $9,700. 

Higher levels of education also can lead to higher pay, as 
internal auditors who hold a master’s degree earn 13% more 
than those with a bachelor’s degree. 
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SEC adopts crowdfunding rules 


Funding limits and disclosure requirements will apply. 


Companies will be permitted to offer and sell securities through crowd- 
funding under rules adopted by the SEC. In addition, the SEC proposed 
amendments to existing rules to facilitate intrastate and regional offerings 
of securities. 

The new crowdfunding rules, which take effect 180 days after publica- 
tion in the Federal Register, permit individuals to invest a limited amount 
of capital in securities-based crowdfunding transactions. 

The rules limit the amount an issuer can raise through crowdfunding 
and require issuers of securities through crowdfunding to make certain 
disclosures about their businesses and securities offerings. Companies 
will be permitted to raise a total of $1 million through crowdfunding in a 
12-month period. The amount individuals will be permitted to invest in 
a 12-month period will be subject to limits based on their annual income 
and net worth. 

Companies offering securities through crowdfunding will be required 
to make numerous disclosures, including a discussion of the company’s 
financial condition; a description of the business and use of proceeds from 
the offering; and information about officers, directors, and owners of 20% 
or more of the company. 

These companies also would be required to file financial statements 
with the SEC that may be required to be reviewed by an independent 
public accountant or audited by an independent auditor, depending on the 
amount offered and sold during a 12-month period. The audit require- 
ment would be softened to a review requirement for certain companies 
offering securities through crowdfunding for the first time. 

The proposed amendments that would change rules for intrastate of- 
ferings to enhance capital formation would increase the aggregate amount 
of money that may be offered and sold pursuant to Securities Act Rule 
504. The SEC will accept public comment on the proposed intrastate 
offerings amendments for 60 days following their publication in the 
Federal Register. 
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New auditing 
interpretation issued 


The ASB is permitting auditor 
reporting on sustainability 
financial statements. 


The AICPA Auditing Standards Board 
(ASB) issued an auditing interpretation 
that permits an auditor to report on the 
basic financial statements of the U.S. 
government in accordance with GAAS. 

The interpretation relates to a new 
standard issued by the Federal Account- 
ing Standards Advisory Board (FASAB) 
that requires that the statement of 
long-term fiscal projections be presented 
in the consolidated financial report of 
the U.S. government as a basic financial 
statement starting in fiscal year 2015. 

FASAB’s Statement of Federal 
Financial Accounting Standards No. 

36, Reporting Comprehensive Long-Term 
Fiscal Projections for the U.S. Government, 
as amended, focuses on forward-looking 
information to help users assess whether 
future resources are likely to be sufficient 
to sustain public services and meet 
obligations as they become due. 

The ASB interpretation allows an au- 
ditor to report on the U.S. government’s 
basic financial statements, which include 
the statements of social insurance, 
changes in social insurance amounts, 
and long-term fiscal projections. For 
purposes of the interpretation, the 
statement of long-term projections, the 
statement of social insurance, and the 
statement of changes in social insurance 
amounts are referred to as “sustainability 
financial statements.” 

Interpretation No. 2, “Sustainability 
Financial Statements Under Federal 
Financial Accounting Standards—Audi- 
tor Reporting,” of AU-C Section 700, 
Forming an Opinion and Reporting on 
Financial Statements, also provides an 
illustrative auditor’s report containing an 
unmodified opinion on the U.S. govern- 
mentwide financial statements. I 
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Get your share of the 


S1M PAPER 









CONFIRMATION 


Now through March 31, 2016, 

Confirmation.com is giving away $1M in 
free paper confirmations!* This includes 
confirmations for banks, AR, AP, and EBP. 


Confirmation.com does it all for you, including 
printing, labeling, sending and returning 
envelopes, and postage — and it’s all free! The 
system also automatically tracks and records all 
of your confirmations, saving you even more 
time. Get your share of the $1M giveaway! 












*The Contirmation.com million dollar paper confirmation giveaway runs 
now through March 31, 2016, or when we reach $1M in 
paper confirmations, whichever comes first. 


visit: CPA.com/1Mpaper 
Call: 855.855.5CPA 


The power of smart business. 
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AUDITING 


Changes 
proposed 
to peer 





review standards 


Efforts will increase the focus on quality-control systems. 


By Ken Tysiac 


describes proposed changes to the AICPAs current 
standards for performing and reporting on peer reviews. 

The proposals are designed to help audit firms increase their 
focus on the proper design and operating effectiveness of their 
systems of quality control. The ED is available at tinyurl.com/ 
p2ehknk. 

In addition, the proposals are intended to reinforce the 
need for adequate planning and preparation for a peer review 
by firms and peer reviewers. This would allow sufficient time 
for proper identification of systemic causes and appropriate 
remediation, when necessary. 

“This exposure draft is another step in our continuing 
holistic initiative to further the profession's efforts to move the 
audit quality needle,” James Brackens, CPA, CGMA, AICPA 
vice president—Ethics & Practice Quality, said in a news 
release. “We encourage all stakeholders to review and comment 


Te AICPA Peer Review Board issued an exposure draft that 


on the proposals.” 

The proposed changes would: 

@ Enhance the peer review of a firm's system of quality 
control to better assist the team captain and the firm in 
identifying systemic causes and appropriate remediation of 
nonconforming engagements and systemic weaknesses. 

i Supplement the existing guidance for peer reviewer, 
reviewed firm, technical reviewer, and Report Acceptance 
Body responsibilities for nonconforming engagements. 

@ Clarify the timing of when results of the peer review should 
be communicated to the firm to allow time for the firm to 
identify appropriate remediation. 
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™@ Clarify the guidance for drafting descriptions of findings, 
deficiencies, and significant deficiencies. 

®@ Clarify the peer review report model and provide more 
transparency on the results of the review. 

™ Clarify the required firm representations for system and 
engagement reviews. 

Clarify information the AICPA and administering entities 
may provide about a review to third parties. 

Comments can be submitted through Jan. 31 at PR_expdraft 
@aicpa.org. 

‘The AICPA peer review program monitors the quality of 
reviewed firms’ accounting and auditing engagements and 
evaluates the systems under which those engagements are 
performed. Participation in the peer review program is manda- 
tory for AICPA membership, and peer review is required for 
licensure in nearly every state. 

‘The new proposal is another step in the AICPAs efforts to 
enhance the quality of audits through the peer review program. 
Last year, the Peer Review Board approved a plan to imple- 
ment changes to the current peer review process. The changes 
are part of the AICPA’s Enhancing Audit Quality initiative, 
under which the AICPA earlier this year issued a six-point 
plan to improve audits. (The AICPA action plan Enhancing 
Audit Quality: A 6-Point Plan to Improve Audits is available at 
tinyurl.com/nn6édnbj.) 

Part of the six-point plan includes testing of firms’ controls 


to identify risks to audit quality. 
Ken Tysiac (ktysiac@aicpa.org) is a JofA editorial director. 
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PROFESSIONAL LIABILITY SPOTLIGHT 


The early CPA gets the 
return (done on time) 





No rest for 
the weary 


In 2012, about 1 in 
5 accountants and 
auditors worked 
more than 40 
hours per week. 
Longer hours are 
typical at certain 
times of the year, 
such as at the end 
of the budget 
year or during tax 
season. 


Source: U.S. Depart- 
ment of Labor, Bureau 
of Labor Statistics, 
Occupational Outlook 
Handbook. 


By Deborah K. Rood, CPA 


t is March 5, and you are actually reviewing the tax 
return for one of your serial procrastinator business 
clients. You know the type. They always bring in the 
information to prepare the return March 11 and 
demand that the tax return be filed timely. 

What a relief! For once, you are not exhausted 





reviewing it, especially since this is the C corpora- 
tion’s final tax return. But what do you find? An 
error on the prior year’s return. You did not elect 
to carry back the net operating loss (NOL), and 
this, the final year, is a loss, so the NOL cannot 
be utilized. The client could have received a large 
refund if the loss was carried back, but because it 
was carried forward, that opportunity is now lost. 
You are going to have to inform your professional 
liability insurance carrier and the client. How could 
this have happened? 

Many professional liability insurance claims 
result from services performed at the height of 
busy season, especially when services are provided 
in haste to meet a deadline. Exhaustion and stress 
are the main culprits, resulting in work performed 
under subpar conditions and rushed reviews. Janu- 
ary through April is called busy season for a reason. 
What can be done? Here are several strategies for 
mitigating professional liability risk during busy 
season by moving work to earlier in this hectic 
period or out of it altogether. 


INCENTIVIZE THE ‘LAZY LATE’ 

‘The “lazy late” clients could get the CPA the 
information needed to provide services earlier, but 
it is just not a priority for them. Whether it is the 
partnership client that requires a monthly compila- 
tion by the 15th but does not provide a trial balance 
until the 12th or the individual tax client who has 
his or her Forms W-2 and 1099 in February but 
does not send the information to the CPA until 
April 10, these clients must be motivated to help 
the CPA provide quality services. 

One strategy is to provide the client a discount 
for early delivery of information. Under the “value 
billing” theory, the CPA’s time is worth more close 
to deadlines. Therefore, charging a premium for 
services completed immediately before a deadline is 
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warranted if this protocol is applied consistently to 
the entire client base. 

Another approach to the lazy-late client is to 
offset the added stress with a little friendly com- 
petition. For example, a CPA firm partner told the 
staff member responsible for managing one of these 
clients that he would treat the staff member to din- 
ner at a restaurant of her choice if she could get the 
client’s information before April. The staff member 
was extra-motivated and able to convince the client 
to get the information in early. The following year, 
the client heard about the challenge and even asked 
to be included. Suddenly, the information was in 
by March 15, greatly reducing the stress associated 
with the April 15 deadline. 

‘The final consideration for a lazy-late client is 
termination. Perpetually late clients who continu- 
ally take advantage of the CPA firm's time, adding 
undue stress and professional liability risk, may not 
be worthwhile. 


IDENTIFY WORK THAT CAN BE PERFORMED 
EARLY 

In a tax environment, simple tax returns may be 
considered low-hanging fruit that can be addressed 
in an expeditious manner. 

In addition, most CPAs can identify clients 
that they know will be extended. Maybe the return 
cannot be finalized because the client does not 
receive a final Schedule K-1 until September and 
it is always a loss. Perhaps it is a child’s tax return 
that cannot be finalized until the CPA knows the 
parent’s tax bracket. Which tax bracket may only 
mean an immaterial difference in tax, but the child’s 
tax return cannot be finalized until the parent’s 
return is completed. 

Once these tax returns and extensions are 
identified, contact the clients to encourage them 
to submit the information to the CPA firm early, 
using the strategies discussed above. Even simple 
returns can seem insurmountable as deadlines 
approach, and their early completion will reduce 
everyone’s stress level. 

One obstacle to extending returns early may be 


the client. Clients who know they will be extending 
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may not feel the need to provide the information early. Or 
perhaps the client wants to defer paying any tax due as long as 
possible. In this case, it is incumbent upon the CPA to explain 
that any payment due with the extension can be delayed only 
until April 15. 


REVIEW INFORMATION UPON RECEIPT 

Clients are not the only ones guilty of procrastination. For 
example, the client’s tax organizer and supporting information 
arrived April 1, but the CPA did not look at it until April 13 
and noted that the client sold a significant piece of real estate 
during the year but did not provide any details. Now the CPA 
must call the client and ask for last-minute information, when 
the complex transaction could have been discussed two weeks 
earlier. Procrastinating thus creates unnecessary stress for both 
the CPA and the client. What might happen if the client can- 
not provide the necessary information before the due date? 

If the client’s information is reviewed upon receipt, open 
items can be requested and questions asked early. Issues may 
be identified at an initial stage to provide adequate time for 
resolution in advance of tax deadlines. 


REVIEW RETURNS WITH INCOMPLETE INFORMATION 
Many reviews do not take place until all information is 
received and the return is final and ready for filing. However, 
there is nothing wrong with reviewing in-process work to 
identify issues early. This strategy requires discipline by the 
CPA. It may be nice to leave the office at a reasonable hour 

in late March; nevertheless, an extra hour of focused time to 
review a return with only a few missing pieces may prevent an 
all-nighter in April. Issues that may be missed due to exhaus- 
tion in another three weeks may be spotted, and opportunities 
for the client to save money may be identified. When the 
final piece of information arrives, the CPA is in a much better 
position, needing only to review the new information and any 
changes since the initial review. 


OTHER STRATEGIES 

Consider these additional strategies to help manage workload 

compression: 

™ Include a provision in engagement letters that returns will 
not be completed by the due date unless information is 
received by a specified deadline—then stick to it. 

m@ Do not spin your wheels. If you have an issue that seems to 


be taking too much time, consult with colleagues and peers. 


m Consider employing independent contractors or using data 
scan software to assist. 

@ Early in the season, train newer staff to perform “tick and 
tie” reviews, leaving more time for senior staff to perform 
the strategic review. 

While this column principally focuses on tax preparers, 
the suggested measures apply equally to CPAs who provide 
financial statement services. Consider performing the follow- 
ing procedures before year-end fieldwork begins: 
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Perpetually late clients 
who continually take 
advantage of the CPA 
firm's time, adding 
undue stress and 
professional liability risk, 
may not be worthwhile. 


®@ Prepare confirmations to send to vendors, attorneys, and 
others; 
& Roll financial statements and notes forward; and 
Verify that the CPA firm has obtained documentation 
for any major transactions occurring between preliminary 
fieldwork and year end, and review the client’s initial draft 
of the related footnote disclosure. 
Finally, reduce the stress and plan a fun activity—maybe a 
push-up contest, office dance party, or a theme dinner hosted 
by the firm one night a week. Remember, busy season is stress- 


ful, but April 15 is right around the corner. 


Deborah K. Rood (deborah.rood@cna.com) is a risk control consult- 
ing director at CNA. 


Continental Casualty Co., one of the CNA insurance companies, 
is the underwriter of the AICPA Professional Liability Insurance 
Program. Aon Insurance Services, the National Program Admin- 
istrator for the AICPA Professional Liability Program, is available 
at 800-221-3023 or visit cpat.com. 
This article provides information, rather than advice or opinion. 
It is accurate to the best of the author’s knowledge as of the article 
date. This article should not be viewed as a substitute for recommen- 
dations of a retained professional. Such consultation is recommended 
in applying this material in any particular factual situations. 
Examples are for illustrative purposes only and not intended to 
establish any standards of care, serve as legal advice, or acknowledge 
any given factual situation 1s covered under any CNA insur- 
ance policy. The relevant insurance policy provides actual terms, 
coverages, amounts, conditions, and exclusions for an insured. All 
products and services may not be available in all states and may be 
subject to change without notice. 
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Subsequent events audit tips 


PCAOB inspection reports and SEC enforcement releases show difficulties 
in subsequent events audits. Based on our survey of 76 practicing auditors 


at one firm, actions that may improve those audits include: 


Integrate procedures. Auditors can 
consider subsequent events implications 
throughout their fieldwork. To encour- 
age this consideration, audit firms may 
wish to add specific steps to the audit 
programs for each account group. 


Interview widely. Auditors may wish 
to question client personnel besides the 
controller or CFO, such as individuals 
in operations, as part of their normal 
subsequent events procedures. Firms 
could add explicit language to internal 
subsequent events checklists instructing 
auditors to broaden the personnel they 
interview. 


Ensure knowledge of the client. Audit 
firm management should ensure that all 
audit team members have an appropriate 
level of client and industry knowledge, as 
this may affect their ability to identify and 
evaluate subsequent events. Auditors can 
gain client-specific knowledge by serving 
the same client year after year, but this 

is not always possible due to scheduling 
conflicts, auditor turnover, or audit part- 
ner rotation. Audit firms might consider 
other ways to enhance auditors’ familiar- 
ity with client activities, such as devoting 
time in the planning phase of the audit 
to obtain background information and 
knowledge of the client’s business and 
including some type of “understanding 
the client” memo in the planning section 


of the audit file. 


Use a decision aid. We (the authors) 
have drafted our own flowchart, which 
may be used as a decision aid to assist 
auditors in subsequent events procedures 
regarding contingent liabilities. The 
flowchart is available along with our full 
article at tinyurl.com/pb4gé6vk. 
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Limit the length of the subsequent 
events period. Firms may wish to limit 
the length of the subsequent events pe- 
riod by promoting the timely issuance 
of financial statements. Although a lon- 
ger period may be helpful in clarifying 
a situation that existed at the balance 
sheet date, a drawn-out subsequent 
events period may prove problematic 
for auditors. Auditors may wish to limit 
their exposure to a long subsequent 
events period to mitigate the risk that 
they might miss something. 


Use a “cushion.” Audit firms could 

add a slight “cushion” to time budgets 
for various high-risk areas to allow 
auditors to reflect on subsequent events 
implications during the substantive 
testing phase, and also devote more 
time to subsequent events matters in 
the wrapup phase. Similar to fraud 
brainstorming sessions that engagement 
teams typically hold at the beginning of 
an audit, firms could have teams hold a 
live discussion on subsequent events in 
the wrapup phase of the audit. 


This checklist is excerpted from ‘Audit- 

ing Subsequent Events: Perspectives From 
the Field,” which the authors published in 
the December 2014 issue of the American 
Accounting Association Journal Current Is- 
sues in Auditing. The full article is avail- 
able at tinyurl.com/pb4g6vk, as part of the 
AAA digital library (aaajournals.org). 


—By David N. Herda, Ph.D. (david. 
herda@txstate.edu), an assistant professor 
of accounting at Texas State University, 
and James J. Lavelle, Ph.D. (lavelle@uta. 
edu), an associate professor in the depart- 
ment of management at the University of 
Texas—Arlington. 


What goes 
wrong 


The most 
commonly cited 
factors that can 
make it difficult 

for auditors to 

successfully identify 

and evaluate 
subsequent events 
are: 

f& Uncooperative 
clients. 

& Clients not 
identifying 
subsequent 
events. 

@ Poor 
communication 
by client 
management. 

@ Client fraud. 


Source: Survey by the 
authors of 76 practicing 
auditors at one firm. 
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How to encourage career 
development discussions 


M any finance professionals talk to their bosses 
about career development less often than they 
would like—and less often than one might expect, 
considering the shortage of skilled finance talent. 

Eighty-two percent of U.S. finance professionals 
would like to discuss their career paths with their 
bosses annually or quarterly, but only 55% do, 
according to a Robert Half survey of more than 
1,200 finance and accounting professionals. Forty 
percent said managers never talk to them about 
career goals and expectations and what it takes to 
meet them. 

“These conversations are important and have 
long-term consequences,” said Kathleen Downs, a 
vice president at the staffing company. 

Career path discussions increase employee 
satisfaction and pipeline development—effects that 


support talent retention and boost productivity, 
Downs said. Career path discussions are even use- 
ful when managers cannot offer promotions based 
on performance. “The employee may leave anyway, 
but the probability is higher that they'll leave if the 
manager says nothing,” she said. 

Most career path discussions take place during 
annual performance evaluations. Forty-four 
percent of survey respondents said they talk with 
their bosses about career paths once a year. Eleven 
percent have the discussions quarterly, but many 
more (37%) said they would like to have them 
that frequently. 


EARLY-CAREER VIEW - 
Finance professionals and accountants at the 
beginning of their career tend to want a lot of 






feedback, said Misty Geer, CPA, CGMA, 

an accounting supervisor with Halliburton, 

one of the world’s largest oil field services 
companies. Business environments are 
turbulent, with mergers and acquisitions 
bringing rapid change, Baby Boomers 
getting ready to retire, and technological 
innovations upending processes. 

“Without the feedback, we don’t know 
whether we're on the right track,” said 
Geer, who has been in the profession for 
seven years and supervises three people. 
“We don’t know whether we're performing 
as expected and whether the work product 
we produce is adding value.” 

Elizabeth Pittelkow, CPA/CITP, 
CGMA, director of accounting and com- 
pliance at ArrowStream, a supply-chain 
software-as-a-service technology company 
in Chicago, has a career development 
conversation as often as once a week. 

Formal talks with her boss usually 
happen twice a year, during her perfor- 
mance review and for her human capital 
management plan, which is an Excel-based 
inventory of skills that includes a discus- 
sion about opportunities to increase the 
employee’s skills. Informal career develop- 
ment talks can be part of one-on-one 
weekly meetings Pittelkow has with the 
people she supervises and the CEO, as well 
as bimonthly meetings she has with other 
department leaders. 

Career development discussions may 
not immediately pay off, and their con- 
nection to the bottom line is a long game, 
which can make it hard for some managers 
to prioritize these discussions, she said. 
“You have to have buy-in at the top of 
the organization,” said Pittelkow, who has 
spent half of her 11-year career in public 
accounting and half in industry. 

Geer and Pittelkow offered tips on 
how to encourage career development 
discussions outside of formal perfor- 
mance reviews: 

& Mentoring programs. In-house 
mentoring programs offer opportuni- 
ties to solicit feedback from a mentor 
that isn't forthcoming from a time- 
pressed boss, Geer said. Mentors can 
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also provide a manager’s perspective 

and lessons in leadership. External 

mentors can also provide constructive 
feedback. Pittelkow said she attends 

a monthly mentoring circle of about 

10 female CPAs or aspiring CPAs in 

Chicago. Circle members range from 

accounting students to CFOs and come 

from industry, public accounting, and 
not-for-profit organizations. Career 
development is a topic that is discussed 
at every meeting. 

@ Manager training. ArrowStream, 
which employs 65 people, has offered 
new managers leadership classes. The 
classes include training on how manag- 
ers should talk to employees and how to 
discuss skills development over the long 
term. 

® One-on-one meetings. Pittelkow has 
four of these meetings every week. They 
usually last 30 minutes to an hour and 
may address a variety of topics. Career 
development is one of them. 

® Corporate leadership development 
plans. Halliburton identifies employees 
with leadership potential and creates de- 
velopment plans that map out objectives 
and expectations to meet certain high- 
level goals, Geer said. The plans tend to 
trigger questions that help employees 
engage their bosses in conversations that 
don't feel like performance evaluations. 

In-house newsletters. Spotlighting 
employees in company newsletters 
provides examples of finance employees 
who represent a company’s culture and 
core values. It’s a particularly effective 
tool in businesses that are very large and 
geographically spread out. Halliburton 
publishes a quarterly newsletter, Geer 
said. “We have people who are excel- 
ling [at the company headquarters] 
in Houston, but [employees in other 
offices] never get to see them or talk to 
them about what they are doing, what’s 
driving them, and what they value.” 

The original version of this article, “Why 
Finance Professionals Want More Career 
Development Feedback,” by Sabine Vollmer, is 
available at tinyurl.com/o842946. 





Misty Geer, CPA, 
CGMA, says company 
newsletters can 
spotlight excellence 
among finance 
employees. 





Elizabeth Pittelkow, 
CPA/CITP, CGMA, says 
career development 
discussions need buy-in 
at the top. 
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Filing season quick guide—tax year 2015 
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NET INVESTMENT INCOME TAX 

3.8% of the lesser of (1) net investment income or (2) the amount of 
pede adjusted gross income (MAGI) over these thresholds: 
Single: $200,000. 

Married filing jointly and surviving spouses: $250,000. 

Married filing separately: $125,000. 

Heads of household: $200,000. 

mH Estates and trusts: $12,300. 






oat -EMPLOYMENT TAX 

i Tax rate: 15.3% (12.4% OASDI tax plus 2.9% Medicare tax). 

Surtax: 0.9% Medicare surtax is added to self-employment income 

in excess of $200,000 (single), $250,000 (married filing jointly), or 

$125,000 (married filing separately). 

@ Wage base: $118,500 of self-employment income for OASDI (maxi- 
mum OASDI tax $14,694; no ceiling on Medicare tax). 


KIDDIE TAX 
® Parent's highest rate applies to child's unearned income over $2,100. 
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GAINS RATES 

& Long-term capital gain rates: Zero for gains that would otherwise be 
taxed at the 10% or 15% rates; 15% for gains that would be taxed at 
the 25%, 28%, 33%, or 35% rates; and 20% for gains that would be 
taxed at the 39.6% rate. 


PERSONAL EXEMPTION 

$4,000 

AGI phaseouts: 

HB Single: $258,250 to $380,750. 

& Married filing jointly and surviving spouses: $309,900 to $432,400. 
| Married filing separately: $154,950 to $216,200. 

& Heads of household: $284,050 to $406,550. 


STANDARD DEDUCTION 

Single: $6,300. 

Married filing jointly and surviving spouses: $12,600. 

Married filing separately: $6,300 ($0 if spouse itemizes deductions). 
Heads of household: $9,250. 


aw @ 


Additional standard deduction for 65+ and blind taxpayers: 
& Single: $1,550. 

& Married filing jointly and surviving spouses: $1,250. 

= Heads of household: $1,550. 


Standard deduction for individuals who can be claimed as dependents 
cannot exceed the lesser of (1) $6,300 or (2) the greater of $1,050 or $350 
plus the individual's earned income. 


ITEMIZED DEDUCTIONS 

If taxpayer's adjusted gross income (AGI) exceeds the applicable amount for 
his or her filing status, certain otherwise allowable itemized deductions are 
reduced by the lesser of 3% of the excess of AGI over the applicable amount 
or 80% of itemized deductions otherwise allowable for the tax year. 


Applicable amounts for reduction of otherwise allowable itemized 
deductions: 

B Single: $258,250. 

Married filing jointly and surviving spouses: $309,900. 

lf Married filing separately: $154,950. 

— Heads of household: $284,050. 





STANDARD MILEAGE RATE 

® Business: 57.5 cents per mile. 

f Medical and moving: 23 cents per mile. 
Charitable services: 14 cents per mile. 





For business autos for which the optional business standard mileage rate 
is used, the portion treated as depreciation is 24 cents per mile. 


Ueae CREDITS 
Earned income: Maximum credit per number of qualifying children: 
$503 (none); $3,359 (one); $5,548 (two); $6,242 (three or more), 
subject to phaseouts. 

Child: $1,000 per qualifying child under age 17. Refundable to the 
extent of 15% of the taxpayer's earned income in excess of $3,000 
(but not refundable for taxpayers who exclude income under Sec. 
911); qualifying child must be the taxpayer's dependent. Phases out 
with MAGI above $75,000 ($110,000 for married filing jointly, $55,000 
for married filing separately). 

i Adoption expense: $13,400 maximum. Phases out with MAGI 
between $201,010 and $241,010. 

® American opportunity: $2,500 per year maximum (100% of the first 
$2,000 of qualifying expenses and 25% of the next $2,000), with 40% 
of the credit refundable. Phases out for single taxpayers with MAGIs 
between $80,000 and $90,000 ($160,000 and $180,000 for married 
filing jointly). 

® Lifetime learning: 20% of up to $10,000 of qualified tuition and re- 
lated expenses, up to $2,000 maximum. Phases out between $55,000 
and $65,000 MAGI for single filers and from $110,000 to $130,000 for 
married filing jointly. 


@ Sec. 25C nonbusiness energy property: Expired for 2015 (as of Nov. 
30; check for end-of-year extension). 

Sec. 25D residential energy-efficiency property: 30% of amount 
paid for qualifying property (for qualified fuel cell property, maximum 
credit of $500 for each 0.5 kilowatt of capacity). 

& Small business health insurance: 50% of amount of nonelective 
contributions an eligible small business makes on behalf of its em- 
ployees for premiums for health insurance (35% credit against payroll 
tax for tax-exempt entities). Phases out for employers with between 
10 and 25 full-time-equivalent employees and average annual wages 
of between $25,800 and $51,600. 


Saver’s credit applicable percentages 
















AGI, all other 
filers 


Applicable 
percentage 


AGI, married | AGI, heads of 
filing jointly household 





























$0 to $0 to $0 to 50% 
$36,500 $27,375 $18,250 ai 
$36,501 to $27,376 to $18,251 to on 
__ $39,500 $29,625 $19,750 

$39,501 to $29,626 to $19,751 to Nee 
$61,000 $45,750 | $30,500 _ | 





SEC. 179 AND BONUS DEPRECIATION 

Ml Sec. 179 expense deduction: $25,000 with $200,000 threshold limit 
(as of Nov. 30; check for end-of-year changes). 

Sec. 168(k) bonus depreciation: Expired for 2015 (as of Nov. 30; check 
for end-of-year extension). 


RETIREMENT PLAN LIMITS 

% Maximum 401(k) plan elective deferral: $18,000 (plus $6,000 catch-up 
for age 50+). 

Defined benefit plan maximum benefit: $210,000. 

@ Defined contribution plan contribution limit: $53,000 or 100% of 
compensation, whichever is less. 

®& IRA contribution limit: $5,500 (plus $1,000 catch-up for age 50+). 

& IRA deduction phaseout: MAGI from $98,000 to $118,000 (married 
filing jointly); $61,000 to $71,000 (single taxpayers and heads of 
household); $0 to $10,000 (married filing separately); $183,000 to 
$193,000 (nonactive participant whose spouse is an active plan 
participant). 

& Roth IRA contribution limit: $5,500 (plus $1,000 catch-up for age 50+). 

& Roth IRA contribution limit phaseout (MAGI): $183,000 to $193,000 
(married filing jointly); $116,000 to $131,000 (single and heads of 
household); $0 to $10,000 (married filing separately). 

& SEP minimum required compensation: $600; discriminatory contribu- 
tion test amount: $265,000. 


ESTATES AND GIFTS 

i Per-donee annual gift tax exclusion: $14,000. 

® Exclusion for transfers to noncitizen spouse: $147,000. 

B Gift/estate tax exclusion: $5,430,000; estate of first spouse to die may 
pass unused portion of exclusion to surviving spouse. 


Alternative minimum tax 


Av 
exemption 
amount 


Filing status 
or entity 


AMTI phaseout of 
exemption* 





Married filing jointly 











or surviving spouses $83,400 $158,900 to $492,500 
Single or heads of 

_household $53,600 $119,200 to $333,600 
Married filing 

_ Separately $41,700 $79,450 to $246,250 

_Estates and trusts $23,800 $79,450 to $174,650 





* At 25% of AMTI above phaseout threshold. 


TAX 


Tax season launches 


Several new provisions, plus (once again) the fate 
of retroactive extenders, need to be on CPA tax 


preparers’ radar screens. 


By Paul Bonner 


their tax return preparation software, installed 
updates, conducted staff training, and other- 
wise readied their tax practices to start preparing tax 
year 2015 returns. (And if that software is a source 
of heartburn, they might want to check out “2015 
Tax Software Survey,” JofA, Sept. 2015, page 24.) 
‘The nearly perennial problem of congressional 


B: now, CPA tax practitioners will have fired up 


passage of extender provisions occurring in late 
December and occasionally later—after the print 
deadline for this article—is perhaps best addressed 
here by simply alerting CPAs to the list of items 
that may or may not be available for tax year 2015 
returns and suggesting they check the daily tax 
news feed at thetaxadviser.com and tax and other 
accounting news at journalofaccountancy.com 

for updates. 

‘These scores of extender provisions—ranging 
from such parochial interests as the Indian coal 
facility production credit to those of broad reliance, 
such as the more generous Sec. 179 expensing 
limits—were last renewed by the Tax Increase 
Prevention Act of 2014, P.L. 113-295, on Dec. 19, 
2014, but only for the 2014 tax year. (For a full list 
of the provisions, see “Expired Tax Provisions: No 
Relief in Sight?” Tax Insider, available at tinyurl. 
com/pbmzxr2.) Hence, taxpayers were without the 
benefit of knowing whether they could take advan- 
tage of the provisions through most or all of 2015. 
In early October, the AICPA wrote congressional 
tax-writing committee chairs urging expeditious 
resolution of the uncertainty and describing the 
harm to taxpayers, practitioners, and tax administra- 
tion caused by late, retroactive extensions (letter 
available at tinyurl.com/q73g5a6). 

That said, some changes for the 2015 tax year, 
while less momentous than the more common or 
taxpayer-friendly extenders, warrant a reminder as 
client tax organizers are completed and CPAs start 
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filling in the blanks on returns. For a handy tear-out 
reference with a broad range of standard amounts 
updated for the 2015 tax year, including general 

tax rate tables and common deductions, credits, 
limitations, and phaseout thresholds and ranges, see 
the quick guide accompanying this article. Other 
changes await just over the horizon in subsequent 
tax years but are worth noting and preparing 

for now. 

Tucked into the Trade Preferences Extension 
Act of 2015 (Trade Act), P.L. 114-27, were several 
new provisions. 

Child tax credit not refundable if excluding 
foreign earned income or housing costs: Sec- 
tion 807 of the Trade Act amended Code Sec. 24(d) 
to deny refundability of a portion of the child tax 
credit to taxpayers who elect to exclude any amount 
from gross income under Sec. 911 for the tax year, 
effective for tax years beginning after Dec. 31, 2014. 
‘Thus, if a client claims a foreign earned income or 
foreign housing exclusion and the refundable child 
tax credit won't go through, CPAs should not at- 
tempt to override their software; here is the source 
of the mystery. 

Payee statement required for education 
tax benefits: Another Trade Act change that will 
eventually affect a significant number of taxpayers 
is its requirement that taxpayers claiming a higher 
education tax credit or deduction receive a Form 
1098-T, Tuition Statement, that includes all the 
information required on the form. Since the provi- 
sion is effective for tax years beginning after June 
29, 2015, it won't generally affect individual returns 
for 2015, but contacts with clients during the 
current tax season might be a good time for CPAs 
to mention to them that they'll need to make sure 


Tear out the 
accompanying 
quick guide to use 
throughout filing 
season. 


they receive the form early next year from educa- 
tional institutions if they wish to claim a credit or 
deduction for 2016. > 
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TAX 


Taxpayers claiming a higher education 
tax credit or deduction will need to be 
aware of requirements that will affect 
them for 2016. 


Foreign students in the United States might 
well see an attempt by their school to obtain or 
verify their taxpayer identification number (TIN) 
for this purpose; a special rule, effective for returns 
and statements required to be made or furnished 
after Dec. 31, 2015, waives penalties on educational 
institutions for failure to file Form 1098-T solely 
by reason of failing to provide an accurate TIN on 
the form or other statement required under Sec. 
6050S, but only if the institution certifies under 
penalty of perjury that it has properly requested the 
TIN from the student and otherwise complied with 
standards for obtaining the number as required 
under Treasury regulations (which as of this writing 
had yet to be promulgated). 

Consistent basis reporting between estate 
and person acquiring property from decedent: 
The Surface Transportation and Veterans Health 
Care Choice Improvement Act of 2015 (Trans- 
portation Act), P.L. 114-41, introduced a basis 
consistency rule for certain inherited property. For 
property with respect to which an estate tax return 
is filed after July 31, 2015, and whose inclusion in 
the decedent’s estate increased liability for estate tax 
(reduced by allowable credits), the basis of the prop- 
erty in the hands of a person acquiring the property 
from the decedent cannot exceed either (1) the 
value of the property for which the final value has 
been finally determined for purposes of the estate 
tax, or (2) for any property not described in (1), its 
value as identified in a statement furnished to the 
IRS and the recipient under new Sec. 6035. 

Under Sec. 6035(a)(2), the statements are to be 
furnished to any person holding a legal or beneficial 
interest in the property to which the estate tax re- 
turn relates. These statements, otherwise due by the 
earlier of 30 days after the estate tax return is filed 
or is required to be filed (generally, nine months af- 
ter the decedent’s death, with a six-month extension 
upon request before the due date, with payment of 
the estimated correct amount of tax), will not in 
any case be due until after Feb. 29, 2016 (see Notice 
2015-57). The information on the statement may be 
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adjusted by a supplemental statement filed within 
30 days after the adjustment is made. 

Under Sec. 1014(f)(3), basis has been deter- 
mined for purposes of (1), above, if: (1) the value 
is shown on the estate tax return and the IRS does 
not contest the value before the expiration of the 
time for assessing estate tax (generally, three years 
from filing the return); (2) the value has been deter- 
mined by a court or pursuant to a settlement with 
the IRS; or (3) the value is specified by the IRS and 
is not contested by the executor of the estate. 

Taxpayers and their advisers should note that 
while the statement requirement has been delayed, 
the underlying basis consistency requirement has 
not. Conceivably, therefore, unless the IRS also pro- 
vides taxpayer relief (regulations are not expected 
before early 2016), the requirement could affect a 


- 2015 income tax return reporting a disposition of 


inherited property to which Sec. 1014(f) applies. 
Home Concrete overridden: In another change 
by the Transportation Act—one that could affect a 
2015 or even earlier return—Congress “clarified” that 
in determining whether the six-year statute of limita- 
tion for assessment of tax under Sec. 6501(e) for an 
omission from gross income of more than 25% of the 
gross income shown on a return applies to a taxpayer, 
an omission from gross income includes an under- 
statement by reason of an overstatement of basis. In 
so doing, Congress overruled the Supreme Court’s 
holding in Home Concrete & Supply, LLC, 132 S. 
Ct. 1836 (2012), that overstatement of basis in a 
disposed asset is not an omission from gross income 
for purposes of determining whether the extended 
limitation period applies (see “Gross Income Omis- 
sions and the 6-Year Tax Assessment Period,” JofA, 
Feb. 2015, page 54). This change applies to returns 
filed after the date of the Transportation Act’s enact- 
ment (July 31, 2015) and returns filed on or before 
that date if the applicable limitation period under 
Sec. 6501 (without regard to the change made by the 
Transportation Act) did not expire before that date. 
Coming in tax year 2016: Changes in 
business and FBAR return due dates and ex- 
tensions: Yet another set of changes in the Trans- 
portation Act, new return filing deadlines, does not 
affect 2015 returns, but for tax years beginning after 
Dec. 31, 2015, for CPAs and perhaps for business 
clients, it will likely have major effects on planning 
and scheduling. Again, this tax season might be a 
good time to broach the subject with those clients. 
‘The filing deadline for partnerships will be the 15th 
day of the third month after the end of the tax year, 
a month earlier than currently and making it the 
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same as for S corporations. Also, partnerships will 
have a six-month automatic extension, rather than 
the current five months. 


Also starting with the 2016 tax year, the return 
due date for calendar-year C corporations will move 
from March 15 currently (or, for most corpora- 
tions with fiscal tax years, the 15th day of the third 
month after the end of their fiscal tax year) to April 
15 (or, for most corporations with fiscal tax years, 
the 15th of the fourth month after the tax year 
end). Any C corporation with a June 30 tax year 
end, however, will keep its Sept. 15 due date until 
tax years beginning after Dec. 31, 2025, when those 
returns will be due Oct. 15. 

Furthermore, beginning with the 2016 tax year, 
corporations with a June 30 year end will have an 
extension period of seven months, to April 15. 
Calendar-year C corporations will continue to have 
a Sept. 15 extended due date (i.e., starting with 
the 2016 tax year, five months) until the 2026 tax 
year and subsequently, when they also will have a 
six-month extension period, to Oct. 15. C corpora- 
tions with fiscal tax years that do not end on June 
30 will have an extended due date of the 15th day 
of the 10th month after year end, effective in 2016 
(i.e., a six-month extension). Confused? See an 
AICPA CP4 Insider article describing the changes 
and how they can help taxpayers and preparers (and 
the AICPA’s role in advocating for the changes) at 
tinyurl.com/ooqy8sq, with a handy summary chart 
of the changes at tinyurl.com/p3pkp8v. 

For individual taxpayers, FinCEN Forms 114, 
Report of Foreign Bank and Financial Accounts 
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(FBARs), due in tax years beginning after Dec. 31, 
2015, will be due on April 15, concurrently with 
individual returns, rather than June 30 as formerly. 
Also, for the first time, FBARs will be allowed a 
six-month extension. For taxpayers required to file 
an FBAR for the first time, the IRS may waive 
any penalty for failure to timely request or file 

an extension. 

Identity theft fraud: Nearly two-thirds of the 
CPA tax preparers responding to the Jof4’s most 
recent tax software survey said that one or more 
of their clients had been victimized by identity 
theft tax fraud (“2015 Tax Software Survey,” JofA, 
Sept. 2015, page 24), reflecting what is widely 
acknowledged to be a serious and growing problem. 
Nearly 40% of the survey respondents who reported 
some identity theft victimization among their 
clients said resolving the issues was difficult or very 
difficult. Moreover, a recent report to Congress by 
National Taxpayer Advocate Nina Olson suggests 
that even taxpayers whose identities haven't been 
stolen may be adversely affected by the IRS’s filters 
for detecting identity theft as those filters generate 
false positives. During the 2015 filing season, the 
IRS’s Taxpayer Protection Program (TPP) delayed 
more than 1.5 million returns with refund claims 
as potentially reflecting identity theft fraud (as 
of April 23, 2015), 104% more than for the same 
period in 2014. However, of those flagged returns, 
more than one-third turned out to be false positives, 
that is, legitimate refund claims. 

‘Taxpayers whose refunds were held up were told 
in a notice to call a TPP phone line to verify their > 
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More than one-third of tax returns 
flagged as potentially reflecting 
identity theft fraud turned out to be 
legitimate refund claims. 
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identity, but it suffered from a poor level of service 
similar to the one that plagued callers to the general 
IRS help line. Only 17% of callers on average 
throughout the filing season got through to a live 
person, and for three consecutive weeks in February, 
the average was below 10%. For those who did get 
through, time spent on hold averaged over an hour 
during the first week of February and never aver- 
aged less than 19.2 minutes for any week after Jan. 
3 (see Taxpayer Advocate Service, Fiscal Year 2016 
Objectives Report to Congress, Vol. 1, pages 17 and 
25-26, available at tinyurl.com/ppftvwc). 

It would be heartening to imagine that the IRS’s 
initiatives to devote more employees and resources 
more intelligently to better detect and redress these 
crimes, as well as its “Security Summit” project with 
state taxing authorities, tax software providers, and 
other stakeholders, will make the 2016 filing season 
less fraught. In October, the IRS announced that 
some of the Security Summit’s recommendations 
would be adopted and in place in time to improve 
the security of taxpayers’ identities and its data 
systems for this filing season. However, another 
shoe may drop. Criminals were able to hack into 
the IRS’s Get Transcript online application last year 
and access the account information of more than 


300,000 taxpayers. Presumably, they did so with the 


goal of using that information to file more fraudu- 
lent refund claims. 

The IRS issues six-digit identity protection per- 
sonal identification numbers (IP PINs) to victims 
of tax identity theft. In the 2014 tax filing season, it 
issued more than 1.2 million of them. In an Octo- 
ber 2015 update to FAQs on its website (available 
at tinyurl.com/pnobvnx), the IRS revised one of its 
policies for IP PINs for the 2016 filing season and 
after. Taxpayers who are issued an IP PIN for a tax 
year (a new one is issued for each succeeding year) 
must use it to confirm their identity on any e-filed 
tax return for that year and any delinquent returns 
filed during that calendar year (and they should use 
it on any paper-filed return to avoid delays). Previ- 
ously, an IP PIN issued to a taxpayer's dependent 
did not have to be entered on a return on which 
that individual is claimed. However, starting Jan. 

1, 2016, dependents’ IP PINs must be used in all 
required fields, or the return will be rejected. 

Tangible property final regulations: While 
the new final regulations for business tangible 
property, or “repair” regulations, were effective for 
the 2014 tax year, the extent of the changes and 
ongoing need to file accounting method change re- 
quests to adopt the new rules may require attention 
for 2015 as well (see “Change Is Coming: Account- 
ing Method Changes Under the Tangible Property 
Regulations,” Jof4, April/May 2015, page 76). 

While the 2016 tax filing season features some 
new provisions and, likely, some familiar challenges, 
CPA tax practitioners can take measures to ensure 
as smooth a trajectory as possible to April 15. 
Many resources are available to members of the 
AICPA Tax Section, and news and articles at 
journalofaccountancy.com and thetaxadviser.com 
will, as usual, provide updates and insights. I 


AICPA RESOURCES 
Publications CPE self-study 
Depreciation, Amortization, 1040 Tax Return Workshop 


and Property Transfers: Issues 
and Strategies, 2015 Edition 
(#PTX1503D, online access) 


Managing Your Tax Season, Third 
Edition #PTX1402P. paperback; 
#PTX1402E, ebook) 
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(#746410, text) 


Hottest Tax Topics for 2015 
(#733139, text; #163731, one-year 
online access) 


Identity Theft: Preventing, 
Detecting, and Investigating 
Identity Theft #753508, text; 
#163031, one-year online access) 


For more information or to make 
a purchase or register, go to 
cpa2biz.com or call the Institute 
at 888-777-7077. 


The Tax Adviser and Tax 
Section 


The Tax Adviser is available 
at a reduced subscription 
price to members of the 
Tax Section, which provides 


tools, technologies, and peer 
interaction to CPAs with tax _ 
practices. More than 23,000 
CPAs are Tax Section members. 
The Section keeps members 
up to date on tax legislative 
and regulatory developments. — 
Visit the Tax Center at aicpa. 
org/tax. The current issue of . 
The Tax Adviser is available at 
thetaxadviser.com. 
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FINANCIAL REPORTING 


Bookkeeping or 
preparation service? 
That is the question 


These considerations can help CPAs determine whether 


SSARS 21 applies. 


By Kristy Illuzzi, CPA, CAMA 


34 | Journa | of Accountanc y Januar y 2016 


he issuance of a new standard in October 

2014 has resulted in questions to the 

AICPA Center for Plain English Accounting 
(CPEA) regarding whether an accountant who per- 
forms bookkeeping services for clients is engaged to 
prepare financial statements. 

Accountants who are engaged to prepare finan- 
cial statements for clients are required to adhere to 
the guidance issued in Statement on Standards for 
Accounting and Review Services (SSARS) No. 21, 
Clarification and Recodification (see “A Bright Line 
in SSARSs,” JofA, Dec. 2014, page 32). Among 
other things, SSARS No. 21 provides requirements 
and guidance for accountants who are engaged to 
prepare financial statements—but are not engaged 
to perform an audit, review, or compilation of 
those financial statements. Accountants who 
perform bookkeeping services have asked when the 
standard applies to those engagements. The CPEA 
provides some considerations for accountants who 
face this issue. 

Many CPEA members have begun asking 
whether a client engagement falls under AR-C 
Section 70, Preparation of Financial Statements, of 
SSARS No. 21. It is important to note that Section 
70 of SSARS No. 21 does not apply unless the 
accountant is engaged to prepare financial state- 
ments. The key here is for the accountant to have 
an understanding with the client related to what 
the accountant is hired to do—and also what the 
engagement will not include. There is no “tripping 
into” a preparation service—it is a very bright line 
in that the accountant is required to comply with 
the SSARSs only if he or she is engaged to prepare 
financial statements. Therefore, it is important that 
the accountant and the client understand whether 
the engagement is to include the preparation of 
financial statements. However, some additional 
considerations may help when making this determi- 
nation with your clients. 

If the accountant is merely engaged to assist the 
client in preparing financial statements (e.g., the 
accountant is engaged to just prepare journal entries 
and perhaps post to the client’s cloud-computing 
application, or just to prepare certain note disclo- 
sures), then the accountant is engaged to provide 
accounting or bookkeeping services, and Section 
70 of SSARS No. 21 does not apply. However, if 
the client’s understanding is that the accountant 
will then prepare the financial statements based on 
those inputs, then Section 70 of SSARS No. 21 
would apply. 

If the accountant is providing bookkeeping 


journalofaccountancy.com 


or accounting services to a client and uses the 
accounting software to generate financial state- 
ments, the SSARSs may apply. The SSARSs apply 
only when the accountant is engaged (i.e., hired) to 
prepare financial statements, so if the understanding 
with the client is that the accountant is to provide 
certain bookkeeping services but that the financial 
statements are to be prepared by the accounting 
software, then the SSARSs would not apply. In 
those instances, it is advisable to include language 
in the engagement letter that clearly indicates the 
engagement does not include the preparation of 
financial statements. 

Although he or she is not required to do so, the 
accountant also may wish to consider the intended 
users of the financial statements, especially if the 
financial statements previously have been provided to 
third parties (e.g., a bank). If the accountant is aware 
that the client will provide financial statements to a 
third party and assert that the accountant prepared 
(or is otherwise associated with) the financial state- 
ments, the accountant may, as part of the process of 
reaching an understanding with the client as to the 
services to be provided, make clear that either: 
®@ The accountant is preparing the financial state- 

ments, or 
= ‘The client should not make any assertions 


q 


- 


regarding the accountant’s association with the 


financial statements. > 
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The accountant is required to comply 
with the SSARSs only if he or she 

is engaged to prepare financial 
statements. 


Editor’s note 


This feature 
was prepared 


by the AICPA take an inappropriate level of comfort from the ac- 
Center for countant’s association with the financial statements. 
Plain English Establishing an understanding with your client 
Accounting before beginning any work on an engagement is of 
(CPEA). the highest importance. As accountants, we should 


If the accountant is engaged to prepare the 
financial statements, one of the benefits of SSARS 
No. 21 is the requirement that a legend be included 
on each page of the financial statements (including 
any note disclosures) that clearly indicates that “no 
assurance is provided” on the financial statements. 
This reduces the risk that a third-party user would 





educate our clients on the services that we can pro- 
vide so that the client has a proper understanding 


~ of what the accountant believes he or she is hired 


to do and the expected outcome of the engagement 
work (e.g., the legend that would be included on 
each page of the financial statements in a prepara- 
tion engagement). Ml 
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PRACTICE MANAGEMENT 


Q&A: How to 
present your prices 
to customers 


Talking to clients about pricing options can be a challenge. 
Here are a few tips that can help. 


By Chris Baysden 


One of the 
hallmarks of 
value pricing is 
that firms can 
offer different 
pricing options 
to customers. 
But how should 
firms present 
those options 
to customers? 
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growing number of industry 
A pricing experts are urging CPA 

firms to jettison the long-standing 
practice of hourly billing and replace it 
with a fixed-pricing model, or even the 
more optimal model of “value pricing.” 
Few public accounting topics spark as 
much controversy as this one. 

To give members additional insight 

into this topic, the JofA sat down 
for a Q&A session with author and 
consultant Ron Baker, an unabashed 
value-pricing champion. This conversa- 
tion provided an in-depth look at how 
firms can present value-pricing options 
to clients. : 


Baker: | like handing the client a 
piece of paper. And if you put the pric- 
ing options in a columnar format from 
left to right, I suggest you start with your 
most expensive option on the left-hand 


language. So that gives you clues on 
what resonates with customers, what 
they might not like, what they might 
have questions about, what might not 
be clear. This will help you revise your 
options going forward so they become 
clear and you get better at communicat- 
ing the value you are providing. 

If you can't have an in-person con- 
versation, the second best way is on the 
phone. Don’t just send a proposal in via 
email. Then you're just stuck, wondering 
if they have seen the proposal. Instead, 
get the person on the phone first and 
then email them the proposal and actu- 
ally sit there on the phone while they 
read it. You will learn quite a lot. They 
will have immediate questions. You'll 
probably have a more candid conversa- 
tion with them. 

It’s difficult; none of us like to do it. 
But it is very, very effective. 





side and move down to your cheapest on 
the far right. And that’s to take advan- 
tage of the anchoring effect, the fact 
that your top price makes the cheaper 
prices look palatable. And putting it in 
columnar format also is taking advantage 
of the framing effect: They are compar- 
ing you against you. 

Ideally, I really like presenting this 


in person because you get to read body 


How long should 
the proposal be? 


Baker: I would say this is an aspira- 
tional goal: Keep your proposal to one 
page because that really makes you focus 
on the benefits to the customers. If it 
has to be a multiple-page proposal, put 
the prices on the first page. No matter 
how big your proposal is, people turn to 
the price page first. So you might as well 
lead with your price. > 
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Do you have any 
other suggestions 
for presenting 
your price 

to customers? 


About the 
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Baker: Don't use the word “fee.” Fee 
is a terrible word. It conjures up all sorts 
of negative things. Nobody likes to pay 
fees. Instead, use the word “price” in 
all of your proposals. Ideally, use “fixed 
price.” “Price” is a benign word; it’s 
a neutral word. None of us have any 
problem saying, “What’s the price?” So 
it’s got no baggage. 

Also, I would use the word “agree- 
ment,” not contract. “Contract” conjures 
up images of lawyers and courts and all 
sorts of things. 

Another tip: Don't qualify your price. 


Dont say “our normal price, our standard 


price, our regular price.” Because all that 
does is invite negotiation. And remem- 
ber, if you do negotiate, then you're 
negotiating based on value, not price. So 
if you're giving up price, the customer 
must give up value [such as by paying 
upfront or giving the CPA more time to 
complete the project]. You can’t make a 
unilateral concession. 

I would also suggest that firms place 
a time limit on their prices. No price 
should last forever. Things change; 
capacity in your firm may change. So 
we like to see proposals that have some 
type of expiration date. That’s not a 
tactic to get a client to make a decision 
sooner—like “this price is only good for 
today.” Maybe you keep the price open 
for three weeks or maybe a month or 
something like that. But I would not let 
a price last forever. Because if the client 


You suggest 
that firms use 

a fixed-price 
agreement (FPA). 
What should be 
included in the 
FPA, and does 
that replace 
the firm’s legal 
engagement 
agreement? 


comes back in a year and expects that 
service, things might have changed in 
your firm dramatically, and you don't 
have the capacity. And you would have 
never given that price at that point. 

Also, remember that there are a 
finite number of price objections. So 
you should have answers to all of them. 
And remember that real bargaining, real 
negotiation takes place between equals. 
You are an equal to your client; you're 
not a supplicant. And you can only 
negotiate with an equal, so you've got to 
be willing to stand your ground. And I 
think offering options really helps with 
the psychology behind that. It really 
does help you stand your ground. 


Baker: The fixed-price agreement 
does not replace the engagement agree- 
ment that you have and probably have to 
have because of your malpractice carrier. 
A lot of insurance companies have a big 
say in how those engagement letters 
are written. The only thing that has to 
be modified in the legal engagement 
agreement is where it talks about price. 
All you have to say is the price for this 
engagement is stipulated in our fixed- 
price agreement dated such and such. 

‘The fixed-price agreement is a very 
simple document, usually about two 
pages, that lays out the scope of work. 

It’s also got an unanticipated 
services clause in it that basically triggers 
a change request or a change order. So 





IN BRIEF 





@ Prices should be presented to clients 
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ona piece of paper in a columnar 
format from left to right, with the most 
expensive option on the left-hand side. 
That takes advantage of the anchoring 
effect; the top price makes the cheaper 
prices look palatable. 

@ Prices should be presented in person 
because the CPA will be able to read 
the client’s body language. That gives 
the CPA clues on what resonates with 


clients, what they might not like, what 
they might have questions about, and 
what might not be clear. 

@ CPAs shouldn't use the word “fee,” as 
it conjures up negative associations. 
Ideally, they should use “fixed price” 
since “price” is a more neutral word. 

@ CPAs should place a time limit on their 
prices. No price should last forever 
since circumstances, such as the firm's 
capacity, change over time. 
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if something comes up during the year 
that’s not in this fixed-price agree- 
ment—like an IRS audit, for instance— 


then the clause triggers a change request. 


I recommend that the fixed-price 
agreement also have a service guarantee 
clause that basically says, “Mr. or Mrs. 
Customer, if you're not satisfied for 
whatever reason, only pay for the value 
that you have received.” That’s another 
very important way to overcome pricing 
objections from clients, because a service 
that’s guaranteed is worth more than a 
service that’s not. 


‘The fixed-price agreement also lays 
out the payment terms. So it answers 
payment questions like these: Are 
payments monthly? Are they quarterly? 
Is there a deposit required upfront? Is 
it going to be authorized on a credit 
card or an electronic funds transfer? All 
of those things are spelled out in the 
payment terms. 

And then there are a couple of 


clauses that state that the agreement 


can be revised in 30 days or 60 days or 
whatever. It basically says that if things 
change based upon our mutual experi- 


ence, we can revise this, we can revisit 
the price, we can revisit the terms, the 
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“Don't use the word ‘fee: 


/ 


Fee is a terrible word. ... 
Nobody likes to pay fees. 
Instead, use the word ‘price’ 
in all of your proposals. 
Ideally, use ‘fixed price” 


Ron Baker 


scope of work based upon what’s hap- 
pening. That’s a pretty important clause, 
particularly for a brand-new client you 
might not know a lot about. 

There’s also a termination clause that 
says basically this is an at-will agree- 
ment and either party can terminate it. 
Now, obviously, there are professional 
obligations on the CPA. You can't just 
terminate somebody on April 14 and tell 
them they’re on their own for their tax 
work. But it is an at-will agreement, so 
either party can leave it at any time. 
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Brand-building tips 
for small firms and 
sole practitioners 


Whether it’s something quirky, such as flying to work, or more 
mainstream, creating a brand can help you grow your business. 


By Cheryl Meyer 


42 | Journal of Accountancy 
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risty Armstrong, CPA, CGMA, is passionate 

about two things (well, three, if you count her 

dogs): She loves being an accountant, and 
she loves being a pilot. So, a few years back, she 
combined her two passions and created a memorable 
and successful brand: The Fabulous Flying CPA. 
Armstrong, who makes use of both her pilot and 
CPA licenses when she flies to see clients on Block 
Island, off the coast of Rhode Island, where she 
lives, said her image as an airborne accountant is a 
conversation generator that helps her win business. 

Whether it’s something quirky, such as flying to 
work, or more mainstream, such as serving a special- 
ized market, creating a brand can help you grow a 
business and stand out in a crowded market. 

“A brand is the story that comes to mind when 
others think of you,” said Barrett Young, CPA, 
founder of The Green Abacus, a La Plata, Md., firm 
that embraces a superhero theme to appeal to its 
target market of technology companies. “It’s that 
lasting impression that we all personally leave.” 

A brand can also be a marketing tool and a “fact 
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"A brand is the story that comes to 
mind when others think of you’ 


Barrett Young, CPA, founder of The Green Abacus 


or concept that people associate automatically with 

a type and level of service,” said New York City’s 
Steven Zelin, CPA, founder of the firm Steven Zelin, 
CPA, LLC, and a musician who has become known 
as “The Singing CPA.” Zelin, who sings at account- 
ing functions and plays guitar on a local post office’s 
steps every April 15, said his branding has helped 
attract “many creative types” to his practice, including 
fellow singers, actors, musicians, designers, architects, 
painters, and sculptors. “They realize that I ‘get’ them 
and their artistic sensibilities, and so the brand makes 
for a good client fit from their perspective,” he said. 

Some firms create a brand around the clients 
they serve or the qualities they want to project. 

Allan Koltin, CPA, the CEO of the Koltin Consult- 
ing Group in Chicago, established himself as “an 
adviser to multipartner CPA firms in the areas of 
strategy, growth, profitability,” and other key business 
concerns through his writing and speaking. 

So how do you create a brand that gets noticed? 
Here are some tips from CPAs who have done just 
that: 

Be true to yourself. If you dont like golf, do not 
become “The Golfing CPA,” and if you’re uncom- 
fortable with public speaking, podcasts may not be 
your ideal marketing method. Before creating their 
brand, “CPAs should think about who they are, what 
clients they like working with, and what they like to 
do,” Zelin said. 

Find your niche. Figure out your market, what 
industry and types of clients you want to serve, and 
what services you want to provide. More specialized 
practitioners typically can command higher billing 
rates than generalists. As Koltin put it, “Who makes 
more money—the heart surgeon or the general 


Editor’s note 


This feature is 
adapted from the 
article “Brand- 
Building Tips for 
Small Firms and 
Sole Practitioners,’ 
CPA Insider, July 27, 
2015. 


practitioner?” 


Diane Kennedy, CPA, founder of USTaxAid.com 
and US TaxAid Services in Reno, Nev., created a 
niche providing cash flow and tax planning for real 
estate investors and small business owners. “If you 
want to do real estate tax, then narrow your focus 
even more,” she said. “Become the expert on the 
mobile home market.” > 
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Invest time to build your brand. Be ready to 
make less money in the short term as you develop 
your brand. Invest half your time on billable hours 
and half on building your brand “for a better tomor- 
row,” Koltin recommended. 

Publish content that cements your reputa- 
tion as an expert. Koltin strengthened his brand 
by establishing himself as an expert in his field. He 
wrote an industry newsletter, conducted targeted 
advertising, moderated round tables, and spoke at 
events nationwide. Young posts podcasts and blogs 
on his firm’s website. Kennedy blogs, conducts 
webinars, and has written several books about tax 
strategies. 

Keep your brand consistent firmwide. The 
Green Abacus’s brand is played out extensively on 
its website but also through its social media and 
customer service efforts. “Our superhero culture 
comes through in the playfulness we use on the 
website, from our font and color choice and logo 
to the way we use featured images on our monthly 
emails to customers and the links we share on our 
Facebook page,” Young said. He also gives his clients 
free tickets to superhero movies. 

Take advantage of social media. Use platforms 
such as Facebook, Instagram, LinkedIn, and Twit- 
ter—and, of course, your website—to cement your 


brand and gain business. Try podcasting, hosting a 
webinar, or posting a video on YouTube. Even busi- 
ness cards can be used to promote your brand if you 
incorporate your logo, colors, or slogan. 

Network. One way Armstrong built her business 
was by joining Business Network International 
(BND), a group that introduces professionals in 
various fields who then make referrals to one another. 
BNI helped Armstrong create her brand by requiring 
a catchy “60-second elevator speech” that encouraged 
her to distill her message into a brief sound bite. 
Also, consider attending Meetup groups, conferences, 
Chamber of Commerce events, and other network- 
ing functions. These events give you the opportunity 
to attract attention, speak to others about your brand, 
and possibly gain business. 

Don’t go too far. It is possible to go overboard 
when creating a brand. “If the brand becomes so 
dominant or attention-getting that the business it 
represents is lost in the shuffle, it’s time to dial back 
the promotion of the brand because, clearly, it is 
outweighing the promotion of the business itself,” 
Zelin said. 

Finally, take the plunge. CPAs need to take a 
leap of faith and then work to establish their brands 
over time. “There is no cookbook,” Koltin said. “You 
have to be a self-starter. You have to go for it.” Hi 
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® A brand is a lasting impression that 
CPAs personally leave with their clients. 
Creating a brand can help CPAs grow 
their business and stand out ina 


crowded market. 


@ A brand can be a powerful marketing 
tool. Some firms create a brand around 
the clients they serve or the qualities 


they want to project. 


a niche and then use published 
content and social media to cement 
their reputation in that space. Joining 
networking groups can also help CPAs 
spread the word on their brand. 


@ To build a brand, CPAs need to find 
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How to avoid the 10% 
additional tax on early 
retirement distributions 


Clients should be encouraged to save for retirement without 
worrying they may not have the liquidity they need. Here’s how 
to help them get money when necessary without incurring the 
onerous 10% tax on early withdrawals. 


By Jillian K. Poyzer, CPA, and Timothy R. Yoder, CPA, Ph.D. 


oney invested in retirement accounts reaps 
\ the benefits of tax-deferred earnings and is 

therefore good for tax planning purposes. But 
putting money into retirement accounts limits the 
availability of funds because they are generally subject 
to the Sec. 72(t) 10% addition to tax on distributions 
taken before reaching age 59% (as well as being 
included in taxable income). Your clients may want 
to take their money out of these accounts early, so 
you should know how to do that without paying the 
10% tax. The exceptions to the tax on early distribu- 
tions also differ depending on whether the money is 
withdrawn from a qualified plan or an IRA. 

In addition to the exceptions discussed in this 
article, one way to avoid the tax is by taking a 
60-day rollover “loan” from a retirement account. 
While not technically a loan, distributions are 
tax-free if the taxpayer reinvests the funds in a 
retirement account within 60 days, even if the funds 
are reinvested in the same account. If the taxpayer 
cannot return the funds to a retirement account 
within 60 days, the distribution will become subject 
to income taxes and the 10% tax. Announcements 
2014-15 and 2014-32, which the IRS issued to 
conform its position with the Tax Court’s decision 
in Bobrow, T.C. Memo. 2014-21, say that after 
2014 taxpayers are allowed only one rollover in 
every 12-month period, no matter how many IRA 
accounts they hold. (For more on Bobrow and the 
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The exceptions from the 
10% tax in Sec. 72(t) depend 
on whether the retirement 
plan is a qualified plan 

(e.g., a 401(k) or a 403(b)) 
oran IRA. 


IRS’s reaction, see “Tax Matters: Rollover Contri- 
bution to Second IRA Disallowed,” Jof4, May 2014, 
page 61.) 

Also, the 10% tax generally does not apply to 
distributions of basis (i.e., distributions of amounts 
in the account that have been previously taxed). 
Basis distributions from traditional IRAs and quali- 
fied plans are determined by the ratio of total basis 
to fair market value, multiplied by the amount of 
the current-year distribution. However, nonqualify- 
ing distributions from Roth IRAs first come from > 
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basis and then from earnings. Thus, early distribu- 
tions from Roth IRAs are generally completely tax- 
free and penalty-free unless they exceed the basis 
in the Roth IRAs. An exception is any distribution 
of basis in a Roth IRA that was derived from a 
conversion rollover from a traditional IRA within 


the prior five years. A distribution of this conversion’ 


basis is subject to the 10% tax but is not included 

in the taxpayer's gross income. Nonqualifying 
distributions from Roth IRAs that exceed basis are 
subject to income tax and the 10% tax unless one of 
the exceptions applies. 

The exceptions from the 10% tax in Sec. 72(t) 
depend on whether the retirement plan is a quali- 
fied plan or an IRA. Qualified plans include defined 
benefit and defined contribution plans offered by 
employers, such as 401(k) or 403(b) plans. IRAs 
include traditional and Roth IRAs as well as SEP 
and SIMPLE IRAs. 


EXCEPTIONS AVAILABLE TO BOTH QUALIFIED 
PLANS AND IRAs 
Death or disability of the taxpayer 
When a taxpayer dies, his or her retirement assets 
generally are transferred to one or more beneficia- 
ries. The beneficiary must recognize income when 
he or she receives distributions from the inherited 
retirement assets. These distributions are not subject 
to the 10% tax. Beneficiaries are often required to 
begin withdrawing funds shortly after inheriting 
the retirement assets (see “Required Minimum 
Distribution Alternatives for IRA Beneficiaries,” 
The Tax Adviser, March 2011, page 178). 

A taxpayer who is permanently and totally 
disabled can also take distributions without being 


subject to the 10% tax. Disabled taxpayers must 

furnish proof that they are unable to engage in any 

substantial gainful activity due to physical or mental 

impairment that is either terminal or expected to 

be long-term and indefinite. For these purposes, 

substantial gainful activity refers to the activity in 

which the individual customarily engaged before 

the disability arose or before retiring if the indi- 

vidual was retired at the time the disability arose. 

Regs. Sec. 1.72-17A(f) provides examples of condi- 

tions that ordinarily are considered in determining 

disability, including: 

@ Loss of two limbs; 

= Progressive diseases that result in the loss or 
atrophy of a limb; 

Diseases that result in a major loss of heart or 
lung reserve; 

Inoperable and progressive cancer; 

m™ Brain damage; 

Mental disease requiring constant supervision; 
and 

® Loss of vision, speech, or hearing. 

‘These conditions do not guarantee that an 
individual will be considered disabled but will be 
used to determine whether he or she can continue 
to be employed in his or her customary substantial 
gainful activity or a comparable activity. 

Taxpayers should work with the custodian of 
the retirement plan to ensure the Form 1099-R, 
Distributions From Pensions, Annuities, Retirement or 
Profit-Sharing Plans, IRAs, Insurance Contracts, etc., 
reports distribution code 3, indicating a distribution 
was disability-related. The custodian may specify 
the type of documentation it requires to prove the 
existence of the disability before it authorizes the 


IN BRIEF 


@ Distributions from retirement plans 
before the taxpayer reaches age 5912 are 
generally subject to an additional 10% 
tax, but there are various exceptions 
depending on whether the distribution 
is from an IRA or a qualified plan. 

@ Distributions of basis are not subject to 


the 10% tax. 


@ The exceptions to the 10% tax that 
are available are different for qualified 
plans than for IRAs. For example, 
distributions from IRAs used to pay 
premiums for health insurance for an 
unemployed taxpayer or for a first-time 
homebuyer to purchase a house are 
not subject to the tax, but they are 
not exempt if they are made from a 


qualified plan. 


@ Taxpayers should consider which 
exceptions apply and which ones 
might apply to them before rolling over 
a qualified plan into an IRA. 

@ Taxpayers should be encouraged 
to contribute to retirement plans 
without worrying about the 10% tax 
because the tax deferral from investing 
in a retirement plan usually will 
compensate for any additional tax after 
a number of years. 


To comment on this article or to suggest an idea for another article, contact Sally P. Schreiber, senior editor, at sschreiber@aicpa.org or 


919-402-4828. 
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early distribution. In addition, taxpayers should 
always keep that proof with their tax information in 
case of an IRS audit. 

‘The type of proof necessary depends on the 
taxpayer's facts and circumstances. According to 
Sec. 72(m)(7), “an individual shall not be considered 
to be disabled unless he furnishes proof of the 
existence thereof in such form and manner as the 
Secretary may require”; however, the IRS has not 
specifically defined acceptable proof. Reasonable 
evidence could be a letter or affidavit from the 
taxpayer's physician that states the taxpayer has a 
permanent or indefinite disability that keeps him or 
her from gainful activity and that cannot be rem- 
edied by medication or other acts by the taxpayer. 
In addition, taxpayers could show treatment plans 
completed and/or Social Security disability pay- 
ments received. Even with a physician's statement, 
the IRS and courts may deny the disability exemp- 
tion if the taxpayer has continued to be employed, 
could remedy the disability through his or her own 
actions, or is expected to fully recover and therefore 
is not permanently disabled. 


Substantially equal periodic payments 
Substantially equal periodic payments (SEPPs) 
received over the taxpayer's expected life are not 
subject to the 10% tax if the payments continue for 
the longer of five years or until the taxpayer reaches 
age 59%. The IRS provides several safe-harbor 
methods for calculating the allowable payment 
(see “Substantially Equal Periodic Payments From 
an IRA,” The Tax Adviser, Oct. 2008, page 670). 
SEPPs taken from a Roth IRA before age 59% are 
not qualified distributions under this rule and are 
included in taxable income but will not be subject 
to the 10% tax. 


Medical expenses 

A taxpayer's allowable medical expenses on Form 
1040, U.S. Individual Income Tax Return, Schedule 
A, Itemized Deductions, reduce the amount of 
distributions subject to the 10% tax. Allowable 
medical expenses are those that exceed 10% (7.5% 
through 2016 for taxpayers who have turned 65) 
of the taxpayer’s adjusted gross income (AGI), 
even if the taxpayer claims the standard deduction. 
The taxpayer needs to establish only that he or she 
incurred qualified medical expenses in the tax year 
in which the distribution from the retirement plan 
occurred and does not need to prove that he or she 
used the funds from the distribution to pay the 
medical expenses. 
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IRS levy 

‘The IRS has the authority under Sec. 6331 to seize 
taxpayer assets, including retirement accounts, 

to recover unpaid taxes and penalties. This type 

of distribution is especially painful for a taxpayer 
because the amount the IRS seizes is also taxable 
income (except for basis), but the seized funds are 
not subject to the 10% tax. 


Qualified reservists 

Qualified reservists are those called to active duty 
after Sept. 11, 2001, for a period greater than 179 
days or an indefinite period. For these withdrawals 
to be classified as qualified distributions, the quali- 
fied reservist must take the distributions during his 
or her active duty period. While these distributions 
are taxable income, they are not subject to the 10% 
tax. Qualified reservists can repay the distributions 
to an individual retirement plan within two years of 
the end of their active duty without regard to the 
usual limitations on contributions. Since the repay- 
ment contributions aren't deductible and instead 
create basis, it may be advisable for taxpayers to 
maximize their regular retirement contributions 
before repaying these amounts. 


EXCEPTIONS AVAILABLE TO QUALIFIED PLANS 
ONLY 

Early retirement 

Distributions to former employees are not subject 
to the 10% tax if the employee is at least 55 years 
old before separating from service to the employer. 
Distributions can be from defined benefit or de- 
fined contribution plans. Distributions continue > 
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to be excluded from the penalty even if the former 
employee returns to work, as long as the separation 
was indefinite. This exception does not apply to 

an IRA, even if the IRA consists entirely of funds 
rolled over from a qualified employer plan. 

The minimum separation age is reduced to 50 
if the former employee is a qualified public safety 
employee and the distribution is from a defined 
benefit governmental plan. Qualified public safety 
employees are police, firefighters, and emergency 
medical providers who are employees of a state or 
political subdivision of a state. 


Qualified domestic relations order 

Distributions made to a person other than the account 
owner under a qualified domestic relations order 
(QDRO) are taxable to the person receiving the 
distribution (unless the money is rolled over into a 
retirement plan) but are not subject to the 10% tax. 
QDROs are common in divorce property settlements. 
(For more on QDROs, see “QDROs Demand the 
Attention of CPAs,” JofA, Aug. 2014, page 60.) 


Dividends from an ESOP 

Sec. 404(k) provides a C corporation a tax deduc- 
tion for “applicable dividends” paid to participants 
on securities held by an employee stock ownership 
plan (ESOP). If the corporation qualifies for this 
deduction, then the dividends are not subject to the 
10% tax, even if the employee receives them in cash. 
However, if the dividends are reinvested in qualify- 
ing employer securities at the employee’s election, 
they are not eligible for this exception. 


50 | Journal of Accountancy 


Federal phased retirement program 

Certain federal civil service employees are eligible 
for a phased retirement annuity while continuing to 
work part time and a composite annuity upon full 
retirement. Payments under either of these plans are 
not subject to the 10% tax. 


EXCEPTIONS AVAILABLE FOR IRAs ONLY 

Health insurance for the unemployed 
Distributions to individuals who received unem- 
ployment benefits from a state or federal program 
may be exempt from the 10% tax to the extent the 
money was used to pay health insurance premiums 
for the individual and his or her family. To be eli- 
gible for this exception, distributions must occur in 
a tax year during which the individual has received 
unemployment compensation for 12 consecutive 
weeks or in the succeeding year. Distributions are 
not eligible if they are made after the individual has 
been reemployed for 60 days. 


Example 1: M was laid off from her employer in 
2015 and started receiving unemployment ben- 
efits on Nov. 1, 2015. If she continues to receive 
unemployment through the week of Jan. 17, 2016, 
she is considered unemployed for purposes of the 
exception to the 10% tax since she has received 
unemployment benefits for 12 consecutive weeks. 
If M remains unemployed, any distributions 
made during 2015, 2016, and 2017 that are not 
in excess of the health insurance premiums paid 
during those years will not be subject to the 

10% tax. However, if M gets her job back or gets 
another job, distributions made subsequent to 60 
days from her reemployment date will be subject 
to the tax. So if / becomes employed on March 
1, 2016, she can no longer take distributions 
under this exception after April 29, 2016. 


Self-employed individuals are generally not eligible 
for unemployment benefits. Nevertheless, IRA 
distributions used to pay health insurance premiums 
are exempt from the 10% tax under the same rules 
as for employees. To qualify for the exception, the 
self-employed individual must have been eligible for 
unemployment benefits except for the fact that he or 
she was self-employed. For instance, a taxpayer who 
is unemployed because his or her sole proprietorship 
went out of business may be eligible for this exception. 


Higher education expenses 
IRA distributions are not subject to the tax to the 


extent they do not exceed the taxpayer’s qualified > 
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educational expenses. The qualified educational 
expenses can be for either the taxpayer or the tax- 
payer's spouse, children, or grandchildren. Qualified 
expenses include tuition, fees, books, supplies, and 
equipment, as well as room and board for students 
who are enrolled at least half time. Qualified 
expenses are reduced by any financial assistance or 
a payment for an individual’s educational expenses 
(other than a gift, bequest, devise, or inheritance) 
that is excluded from gross income. For example, 
scholarships, grants, and tax-free employer tuition 
assistance reduce the amount of qualified educa- 
tional expenses. 


Example 2: P is a full-time student at a univer- 
sity. His total qualified expenses for 2016 are 
$20,000, which includes room and board and 
tuition. He receives a tax-free scholarship for 
$5,000 that is used to pay tuition included in the 
$20,000 of expenses. In this case, $15,000 can be 
withdrawn from IRAs without incurring a 10% 
tax. The [RA withdrawal can be made by P’s 
parents or grandparents, as well as by P (but the 
cumulative withdrawals cannot exceed $15,000). 
‘The exclusion from the 10% tax does not limit 
the parents’ or grandparents’ ability to claim 
other educational tax benefits, such as education 
credits or a tuition deduction. 


First-time homebuyer 

Distributions made to a qualified first-time home- 
buyer are not subject to the 10% tax. The maximum 
that a taxpayer can exclude is $10,000, and the 
taxpayer must use the distribution within 120 days 


AICPA RESOURCES 


The IRS is authorized to 
seize retirement accounts 
to recover unpaid taxes and 
penalties, but the seized 
funds are not subject to 

the 10% tax. 


to purchase or construct a principal residence for 
the taxpayer, spouse, child, grandchild, or ancestor 
of either the taxpayer or the spouse. The $10,000 

is a lifetime limit that applies to the individual 
receiving the distribution. Thus, a taxpayer and 
spouse could each receive $10,000 from his or her 
own IRA to apply toward the purchase of the same 
primary residence. A first-time homebuyer is an 
individual who has not owned a home (or whose 
spouse has not owned a home) during the two-year 
period ending on the date of acquisition of the new 
home. If the acquisition date is delayed or canceled 
after the money is distributed, the taxpayer can roll 
over the money into an IRA within 120 days of 
the distribution. In this case, the taxpayer excludes 


JofA article 


“When a Client Leaves or Loses a 
Job,” Feb. 2012, page 40 


Go to journalofaccountancy.com 
to find past articles. 


CPE self-study 


The CPA's Guide to Practical 
Retirement Planning (#PPFISO1E, 
ebook) 


The IRA Distribution Rules: 
IRS Compliance and Audit 


52 | Journal of Accountancy 


Issues (#PPF1402P, paperback; 
#PPF1402E, ebook) 


For more information or to make 
a purchase, go to cpa2biz.com or 
call the Institute at 888-777-7077. 


The Tax Adviser and Tax 
Section 


The Tax Adviser is available 

at a reduced subscription 
price to members of the 

Tax Section, which provides 
tools, technologies, and peer 
interaction to CPAs with tax 


practices. More than 23,000 

CPAS are Tax Section members. 
The Section keeps members up 
to date on tax legislative and 
regulatory developments. Visit 
the Tax Center at aicpa.org/ 

tax. The current issue of The Tax 
Adviser and many other resources 
are available at thetaxadviser. 
com. 


PFP Member Section and 
PFS credential 


Membership in the Personal 
Financial Planning (PFP) Section 


provides access to specialized 
resources in the area of personal 
financial planning, including 
complimentary access to 
Forefield Advisor. Visit the 

PFP Center at aicpa.org/PFP. 
Members with a specialization in 
personal financial planning may 
be interested in applying for the 
Personal Financial Specialist (PFS) 
credential. Information about 
the PFS credential is available at 
aicpa.org/PFS. 
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Tax-deferred earnings in retirement 
accounts will compensate for any 
future additional tax. 


the distribution from income in the 
same manner as with any other quali- 
fied rollover. 


Example 3: L and M, who are both 
under age 59%, purchase their first 
home in 2015 for $100,000. They can 
each withdraw $10,000 from their 
own IRAs free of the 10% tax to apply 
toward the purchase. However, if M 
withdraws $20,000 from his IRA 

and L withdraws none, then $10,000 
of M’s withdrawal will be subject to 
the 10% tax since the $10,000 limit 
applies to each individual taxpayer. Be- 
cause the $10,000 is a lifetime limit, if 
Land M each withdraw $10,000 from 
his or her own IRA in 2015, they will 
not be able to take additional penalty- 
free distributions in the future to apply 
toward the purchase of a home for 
their children or grandchildren. If L 
and M take a qualified distribution 

to apply toward their first home on 
June 1, 2015, but the sale falls through, 
they have 120 days from the date of 
distribution (Sept. 29) to recontribute 
the funds into the IRAs without 
incurring a 10% tax or including the 
amount in income. 


PLANNING IMPLICATIONS 

Taxpayers should consider the potential 
consequences of the exception from 

the additional tax before rolling over 
qualified plans into IRAs. For instance, 
if employees separate from service at 
age 55, they can immediately begin 
withdrawing funds penalty-free from 
their employer’s qualified plan. However, 
if they roll over that plan into an IRA, 
they must wait until they are 59% to 
take distributions without paying the 
additional tax. 
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Retaining funds in a qualified plan 
can potentially be beneficial in the case 
of a divorce. A divorced taxpayer is not 
subject to the 10% tax on a distribution 
to an alternate payee from a qualified 
plan, as long as the distribution is pursu- 
ant to a QDRO. However, an individual 
cannot rely on the QDRO exception to 
avoid the additional tax on a transfer of 
IRA assets to the individual’s spouse, 
because the exception applies only to 
qualified plans. 

On the other hand, there are some- 
times benefits for transferring qualified 
plans to IRAs. Distributions from IRAs 
to pay college expenses and first-time 
homebuyer expenses are not subject to 
the additional tax. If the taxpayer needs 
retirement funds for these expenses, as- 
sets could be transferred from a qualified 
plan to an IRA before ultimately being 
distributed to the taxpayer. 

Taxpayers should not be discouraged 
from investing in retirement plans for 
fear of the 10% tax. The tax-deferred 
earnings in the retirement account will 
quickly compensate for any additional 
tax that the taxpayer may have to pay in 
the future. The number of years in which 
the tax deferral will fully compensate for 
the additional tax depends on the invest- 
ment return and the marginal tax rate. 

Finally, advisers should generally 
discourage clients from withdrawing 
money from their retirement accounts un- 
less absolutely necessary, even if they can 
avoid the 10% tax. As taxpayers live longer 
and Social Security benefits become more 
uncertain, clients should be focused on 
doing everything they can to help increase 
the amount they have available for their 
retirement needs, including not withdraw- 
ing funds from retirement plans before 
they retire. 
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Resolving IRS disputes through 
audit reconsideration 


nder the Internal Revenue Manual, the IRS has 

discretionary authority to evaluate prior audits 
conducted by its employees. This audit reconsidera- 
tion represents a form of “rework” of a previous 
audit where some issues remain unresolved. In a 
typical audit reconsideration situation, the taxpayer 
believes that the audit resulted in an inappropriate 
increase in tax liability and thus refuses to pay the 
additional tax. Often, the taxpayer was not pres- 
ent at the audit, either because the taxpayer was 
unaware of it (did not receive the notice) or simply 
decided not to respond to the notice. 

Audit reconsideration is a highly effective tool 
available to practitioners when evaluating the 
results of a prior audit, as well as when clients have 
not filed tax returns and the IRS has filed returns 
for them through the substitute for return process 
under Sec. 6020(b). 

Practitioners should note several important ele- 
ments when pursuing audit reconsideration. First, 
audit reconsideration is not available during an 
original IRS examination. Second, as an adminis- 
trative process, audit reconsideration is discretion- 
ary; thus, the IRS has the power to decide which © 
cases it will approve for audit reconsideration. By 
comparison, the Appeals function within the IRS 
generally grants taxpayers the right to have their 
case heard by an independent IRS representative. 
Third, the additional tax assessed by the IRS must 
remain unpaid; otherwise, the taxpayer will need to 
consider other options for seeking a refund. Finally, 
the taxpayer must have something “new” to offer 
the IRS for consideration, which typically comes in 
the form of new evidence, e.g., supporting docu- 
mentation that was not previously considered by 
the examining agent. 

The stated goals of the audit reconsideration 
process are to ensure: 

lm The amount of assessed tax is correct; 

The collection process is suspended while the 
reconsideration request is being considered; 

m That procedures support the abatement of as- 
sessments in appropriate situations; and 

l™ That cases are handled in a consistent manner. 

What lessons can be derived from these goals? 
First, one can infer that the IRS is willing to work 
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The taxpayer should 

submit a request for audit 
reconsideration only if other 
options are unavailable. 


with taxpayers to help resolve tax disputes in a 
cost-efficient, timely manner. Second, it can be 
inferred that the IRS is interested in ensuring that 
the amount of tax assessed is correct. Third, taxpay- 
ers benefit from having the tax collection process 
suspended while the IRS considers their requests. 
Finally, the goals support the notion of fairness and 
consistency on the part of the IRS when considering 
an audit reconsideration request. 


REQUESTING AUDIT RECONSIDERATION 

The taxpayer should send a written audit reconsider- 

ation request to the appropriate IRS office. Typically, 

the following documents should be submitted: 

m@ A statement about the issues the taxpayer con- 
tends should be corrected; 

®@ Information that supports the taxpayer’s posi- 
tion, including necessary documents such as 

Forms 1099, canceled checks, bank statements, 

and loan documents; and 
m Copies of letters and reports the IRS sent the 

taxpayer (including, if available, a copy of the 
examination report, Form 4549, Income Tax 

Examination Changes). 

The taxpayer should submit a request for audit 
reconsideration only if other options, such as filing 
a petition, have expired and are unavailable. The 
audit reconsideration package should be prepared 
and presented in the same manner as an Appeals 
notebook. A cover letter is included with the audit 
reconsideration. 

For a detailed discussion of the issues in this 
area, see “Tax Practice & Procedures: Audit Recon- 
sideration: An Effective Way of Resolving Disputes 
With the IRS,” by David J. Hove, CPA, in the 
January 2016 issue of The Tax Adviser. 

—By Alistair M. Nevius, editor-in-chief, 
The Tax Adviser 
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Paying the 
penalty 
(or not) 


$5.6 

e 2 
billion 
Total amount of 
civil failure-to-pay 
penalties assessed in 
fiscal year 2014. 


31.5 
billion 
Failure-to-pay 


penalties abated in 
fiscal year 2014. 


Source: IRS Statistics of 
Income, Table 17, “Civil 
Penalties Assessed and 
Abated, by Type of Tax and 
Type of Penalty, Fiscal Year 
2014. 
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7 WA day late, a dollar short 


The inequities of equitable relief under Sec. 6015(f) 
By Alexander Kleyman, CPA, and Paul Zambito, CPA 


~axpayers seeking innocent spouse relief under 

Sec. 6015 could face an unexpected consequence 
when there is no remaining tax liability for a tax 
year but for which additions to tax, penalties, and/or 
interest are still owed. 

Generally, spouses who file a joint tax return are 
jointly and severally liable for the tax on the return, 
including additions to tax, penalties, and interest. 
Congress enacted Sec. 6015(f) to provide relief 
from joint and several liability when, taking into 
consideration all the facts and circumstances, it is 
inequitable to hold the spouse liable for an under- 
statement or underpayment when other relief pro- 
visions do not apply. However, two slightly different 
circumstances may be treated differently under the 
Sec. 6015(f) criteria for equitable relief. 

Suppose that Mary filed a joint tax return with 
her husband in which all income was attributable 
to her husband. The return was filed five months 
past its due date, although the husband paid the full 
amount of tax owed of $100,000. However, he did 
not pay the late filing penalties, the late payment 
penalties, and the interest. Subsequently, Mary, 
now divorced from her husband, files for equitable 
relief under Sec. 6015. Based on the facts and the 
criteria under Sec. 6015(f), Mary would qualify for 





equitable relief of a tax deficiency. However, she is 
denied relief and must pay the amounts owed, solely 
because the tax owed at the time the joint return 
was filed was “full paid” at the time of filing. 

Internal Revenue Manual (IRM) Section 
25.15.3.8.1 states, “If the original return was full paid 
when filed, then there is no underpayment of tax, 
therefore, no relief is available under IRC 6015.” 

Alternatively, consider an identical scenario, 
except that the husband paid $99,999 of tax owed 
at the time the joint return was filed, meaning the 
return was $1 short of being “full paid.” Mary meets 
all the qualifications for equitable relief from paying 
the late filing penalties, late payment penalties, and 
interest—even if the remaining dollar of underlying 
tax liability had been subsequently paid. 

IRM Section 25.15.3.8.1(5) also states: 


If relief would have been appropriate for the 
underlying tax, then relief is appropriate for the 
penalties and interest. This includes situations 
where there was an underpayment of tax on the 
return but subsequent payments have paid all the 
tax leaving only penalty and/or interest unpaid 
or partially unpaid. If the [requesting spouse] 
would be entitled to relief, then the [requesting 
spouse] may be considered for a refund (includ- 
ing a refund of any paid penalties and interest) 
and would be entitled to relief from the unpaid 
penalties and interest. 


Prop. Regs. Sec. 1.6015-1(m), issued in No- 
vember, would make the IRM’s stance official: “If 
the underlying tax liability (whether an assessed 
deficiency or an underpayment) was paid in full 
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after the joint return was filed but penalties and interest 
remain unpaid, the requesting spouse may be relieved from 
the penalties and interest if the requesting spouse is entitled 
to relief from the underlying tax.” 

When a taxpayer does not qualify for innocent spouse 
relief because the tax liability was “full paid” at filing, penalty 
relief may be available under reasonable-cause rules. IRM 
Section 25.15.7.5.8 states, “Although no relief is available 
separately for penalties under IRC 6015, under the right cir- 
cumstances penalties can be abated for reasonable cause. ...” 

However, Tax Court cases suggest that penalty abatement 
for reasonable cause in such circumstances may be much 
more difficult to obtain than innocent spouse equitable relief. 
In Belk, 93 T.C. 434 (1989), the wife had no income or de- 
ductions during the year, the husband had historically taken 
full charge of preparing and filing the returns, and the wife 
had historically not examined or inquired about the couple’s 
returns before signing them. The court held those reasons 
supported a holding that the wife was entitled to innocent 
spouse relief, but not that she had reasonable cause for the 
couple’s joint return having been filed late, since she did not 
take steps to ensure that her husband had timely filed it. 

If a spouse can receive abatement from the penalties and inter- 
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est, collecting the refund may be another story. A refund as a result 
of an overpayment created by an abatement is not allocated to a 
specific spouse. IRM Section 21.4.1.4.9.2 states, “The government 
does not determine who is entitled to which portion of the refund 
check.” Thus, when the IRS refunds an overpayment shown on 

a joint return, it typically issues the refund in the names of both 
spouses, leaving them to divide the proceeds. 

A key point that a practitioner can take away from these 
examples is that absent a change in the statute, a spouse will 
not be entitled to equitable innocent spouse relief if a tax due 
amount was fully paid at the time of filing, even if that filing 
was late. This may happen more than tax preparers realize, as 
taxpayers often pay the tax due yet leave the penalty and inter- 
est calculation to the IRS. 


Alexander Kleyman (kleymancpa@aol.com) is a sole practitioner 
with Alexander Kleyman, CPA, in Hallandale Beach, Fla. Paul 
Zambito (paul.zambito@mossadams.com) is a senior manager at 
Moss Adams LLP in Los Angeles. 


To comment on this article or to suggest an idea for another article, 
contact Paul Bonner, senior editor, at phonner@aicpa.org or 919- 
402-4434. 
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Congress changes 
partnership audit and 
adjustment rules 


TEFRA and electing large 
partnership rules are repealed. 


Tucked into the two-year budget deal 
passed by Congress and signed by 
President Barack Obama on Nov. 2 

are some major provisions affecting 
partnerships (Bipartisan Budget Act of 
2015, P.L. 114-74). The new rules apply 
to partnership returns filed for tax years 
beginning after Dec. 31, 2017. 

‘The act replaces the current TEFRA 
partnership audit rules (Subchapter C 
of Chapter 63 of the Code, Secs. 6221 
through 6235) with new rules. It also 
repeals the current special rules for 
electing large partnerships (Part IV of 
Subchapter K, Secs. 771 through 777, 
and Subchapter D of Chapter 63, Secs. 
6240 through 6255). 

In their place, the act introduces rules 
governing partnership-level adjustments 
that are designed to collect adjustments 
from the partnership rather than from 
the partners. This adopts a recommenda- 
tion of the U.S. Government Account- 
ability Office, which last year found that 
the IRS audits few large partnerships 
and suggested ways to improve audit 
efficiency (GAO Rep’t GAO-14-732 
(September 2014)). 

As amended, Sec. 6221 provides that: 


Any adjustment to items of income, 
gain, loss, deduction, or credit of a 
partnership for a partnership taxable 
year (and any partner’s distributive 
share thereof) shall be determined, 
any tax attributable thereto shall 

be assessed and collected, and the 
applicability of any penalty, addition 
to tax, or additional amount which 
relates to an adjustment to any such 
item or share shall be determined, at 
the partnership level. 
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This expands on the current language 
of Sec. 6221, which provides that “the 
tax treatment of any partnership item 
(and the applicability of any penalty, 
addition to tax, or additional amount 
which relates to an adjustment to a 
partnership item) shall be determined at 
the partnership level.” 

Certain partnerships with 100 
or fewer partners can elect out of 
this provision. 

For adjustments that result in tax 
underpayments, new Sec. 6225 allows 
the IRS to collect the additional tax 
directly from the partnership in the year 
of an adjustment. The tax on the under- 
payment can, with certain exceptions, 
be imposed at the highest individual or 
corporate tax rate. 


Amended Sec. 6222(a) requires a 
partner to treat “each item of income, 
gain, loss, deduction, or credit attribut- 
able to a partnership” consistently with 
how those items are treated on the 
partnership return. Under amended Sec. 
6222(b), any underpayment resulting 
from a partner's failure to treat an item 
consistently with the partnership return 
will be assessed as a math error on the 
partner’s return. A partner can avoid 
these provisions if the partner files a 
statement with the IRS identifying 
the inconsistency. 

Sec. 6223 as amended requires 
partnerships to designate a partnership 
representative, “who shall have the 
sole authority to act on behalf of the 
partnership under this subchapter.” If the 





Reconciliation of advance premium tax credits (APTCs) 
(Tax year 2014 individual tax returns processed as of May 7, 2015) 


Total returns with APTCs | 


Total APTC amounts 


Total APTC amounts ir in excess of f premium tax credits 


1,313,040 
Mees 6 billion 
$1.4 billion 





Total excess APTC amounts below the Sec. 36B(f)(2)(B) 


repayment limitation (repaid) 


$968.6 million 


Excess APTCs above the repayment limitation (not repaid) 


$434.2 million 


Source: Treasury Inspector General for Tax Administration, Results of the 2015 Filing Season, Rep't No. 


2015-40-080 (Aug. 31, 2015). 
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partnership does not have a designation 
in effect, the IRS may select any person 
to be the partnership representative. 

‘The partnerships and all partners will be 
bound by the actions of the partnership 
and by any final decision in a proceeding 
with respect to the partnership. 

The act also introduces new 
procedural rules regarding notices of 
proceedings and adjustment, assessment, 
collection, and payment; interest and 
penalties; judicial review of partnership 
adjustments; and the limitation period 
on making adjustments. 

@ Bipartisan Budget Act of 2015, 
P.L. 114-74 


—By Alistair Nevius, J.D., the JofA’s 
editor-in-chief, tax. 


Missing signature means 
return is invalid 


A joint federal income tax return 
unsigned by one spouse was not 
a valid tax return. 


The Tax Court held that a joint federal 
income tax return that was not signed 
by one of the spouses was an invalid 
tax return because the signatures of 
both spouses were required to indicate 
that each had certified that all state- 
ments in the return were made under 
the penalty of perjury. The court also 
held that the couple were subject to 
the penalty for failure to file a timely 
tax return because their failure to 
comply with the filing requirements 
was due to the lack of ordinary busi- 
ness care and prudence. 

Facts: Bradley and Nancy Reifler 
had their 2000 joint federal income tax 
return prepared by a CPA. After receiv- 
ing the return, Bradley Reifler signed it 
and took it home to have his wife sign 
it but mailed it to the IRS without her 
signature. The IRS mailed the return 
back to the taxpayers. In such cases, IRS 
procedures require the Service to notify 
the taxpayer why a return has been sent 
back, what action the taxpayer needs to 
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take, and the deadline for the resubmis- 
sion of the return. The taxpayers stated 
they received a date-stamped original 
2000 return with some red ink marks on 
it but claimed that no correspondence 
was attached. 

They did not send the original 2000 
return back to the IRS. In July 2002, 
they received a deficiency notice from 
the IRS because it had not received the 
taxpayers’ 2000 return. In August 2002, 
the taxpayers signed and sent a second 
2000 Form 1040, U.S. Individual Income 
Tax Return, claiming it was a copy of the 
original return. The IRS treated the return 
as filed on Sept. 2, 2002. In 2010, the IRS 
issued another notice of deficiency to 
the taxpayers for tax years 2000 through 
2005. The amounts were settled between 
the parties, except for an addition to tax 
of $905,547 assessed for failure to file 
a timely 2000 tax return. The taxpayers 
petitioned the Tax Court for relief. 

Issues: Under Sec. 6651(a)(1), an 
addition to tax is assessed for the failure 
to timely file a tax return unless the 
failure is due to reasonable cause and 
not because of willful neglect. A timely 
return must be a valid return that is 
signed by both spouses in the case of 
a joint return. Under the substantial 
compliance doctrine, a tax return that 
is imperfect can be valid. In Beard, 82 
T.C. 766 (1984), the Tax Court listed 


four elements of a valid tax return: (1) It 


must contain sufficient information to 
calculate the liability; (2) the document 
must purport to be a return; (3) the 
taxpayers must have made an honest and 
reasonable attempt to comply with the 
law; and (4) the return must be executed 
under the penalties of perjury. In cases 
where one spouse signs for both spouses 
and it is later shown that the other 
spouse had tacitly agreed to file a joint 
return, the courts have found that a valid 
joint return was filed (the tacit consent 
doctrine). 

‘The taxpayers argued that their 
return substantially complied with all 
filing requirements and therefore was 
valid under the Beard test, since the 
only omission was the wife’s signature. 
They also argued that their original 2000 
return was valid under the tacit consent 
doctrine because they intended to file a 
joint tax return for that year. 

Holding: The court rejected both 
arguments. It held that the return did 
not substantially comply with tax law 
requirements because both spouses 
needed to sign the return under the 
penalty of perjury, a specific requirement 
under the Beard test. The court added, 
“The substantial compliance doctrine is 
not intended and should not be used to 
justify a failure to comply with simple 
and clear requirements.” 

‘The court also found that the tacit 
consent doctrine did not apply because > 
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it is used to determine joint and several 
liability for a joint return when one 
spouse signs for both spouses, not 

when there is no signature for one of 
the spouses. According to the court, 

the doctrine should not be extended to 
returns rejected by the IRS for failure to 
satisfy a basic requirement, such as the 
missing signature of a spouse. 

After the court found that the 
original return was not valid, it could 
find no evidence that the taxpayer’s 
failure to file was due to reasonable 
cause. The taxpayers had never previously 
had a return sent back to them by the 
IRS and, according to the court, they 
failed to exercise ordinary business care 
and prudence when they did not attempt 
to find out why the IRS had sent this 
return back to them. 

 Reifler, T.C. Memo. 2015-199 


—By Charles J. Reichert, CPA, in- 
structor of accounting, University of 
Minnesota—Duluth. 


No FICA refund after 
employer’s bankruptcy 


Determining the present 

value of nonqualified deferred 
compensation need not 
consider the employer's financial 
condition. 


‘The Federal Circuit held that taxpayers 
could not receive a refund of Federal 
Insurance Contributions Act (FICA) tax 
paid on retirement benefits that would 
never be received due to the employer's 
obligation to pay the benefits having 
been discharged in bankruptcy. 

Facts: Louis Balestra, a retired 
United Airlines pilot, was eligible to 
receive retirement benefits for the rest 
of his life under a nonqualified deferred 
compensation plan, and he elected to 
begin receiving those benefits on the 
day he retired in 2004. The present 
value of the deferred compensation was 
determined to be $289,601, and United 
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Royalties paid by large foreign-owned U.S. corporations 


to related foreign persons 


























Top countries of residence of related foreign persons Total amount 
japan eee $5.9 billion 
Fanta: Sat ine te el usa el $2.1 billion 
Swieedand Ss $2.1 billion 
Germany $1 billion 
Counties si oe ei $732 million 
United Kingdom $703 million 
Netherlands i eae $447 million 


Netherlands 


Tax year 2012. From Forms 5472, Information Return of a 25% Foreign-Owned U.S. 
Corporation or a Foreign Corporation Engaged in a U.S. Trade or Business, by corporations 


with total receipts of $500 million or more. 


Source: IRS Statistics of Income, Transactions of Foreign-Owned Domestic Corporations, Table 2. 





withheld the applicable Medicare tax 
portion of FICA, 1.45% of that amount, 
or $4,199. 

United had filed for bankruptcy 
in 2002, and its obligation to pay the 
benefits was eventually discharged. As a 
result, United stopped paying benefits to 
Balestra in 2010, after having paid only 
$63,032 in retirement benefits. Balestra 
and his wife, on a joint return, sought 
a refund of $3,285, which represented 
the amount of FICA withheld and paid 
in 2004 that related to benefits they 
would never receive due to United’s 
bankruptcy. The IRS denied their claim, 
and the Balestras filed an action in the 
Court of Federal Claims, which granted 
the government’s motion for summary 
judgment (Balestra, 119 Fed. Cl. 109 
(2014)). The Balestras appealed to the 
Federal Circuit. 

Issues: FICA tax is imposed on 
wages, which are defined in Sec. 3121(a) 
to include deferred compensation. Un- 
like typical wages, which are treated as 
received by the employee when they are 
paid by the employer, wages that result 
from a nonqualified deferred com- 
pensation plan are subject to a special 


timing rule. Congress provided that any 
“amount deferred” under a nonqualified 
deferred compensation plan shall be 
taken into account as of the later of the 
date when the services are performed 
or when there is no substantial risk 
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of forfeiture. In Regs. Sec. 31.3121(v) 
(2)-1(c)(2)(i), Treasury defined “amount 
deferred” by reference to the present 
value of the deferred compensation. The 
regulation also states that “present value 
cannot be discounted for the prob- 
ability that payments will not be made ... 
[because the employer] will be unwilling 
or unable to pay” (Regs. Sec. 31.3121(v) 
(2)-1(c)(2)(ii)). 

The Balestras claimed before the 
Court of Federal Claims and again 
before the Federal Circuit that Regs. 
Sec. 31.3121(v)(2)-1(c)(2)(ii) is invalid 
under Chevron USA, Inc. v. Natural 
Resources Defense Council, Inc., 467 U.S. 
837 (1984), and Motor Vehicle Manufac- 
turers Ass'n of the United States v. State 
Farm Mutual Automobile Ins. Co., 463 
US. 29 (1983). Specifically, the Balestras 
claimed the regulation did not apply 
to them because United was already in 
bankruptcy when the present value of 
the deferred compensation was deter- 
mined. They also claimed the regulation’s 
definition of “amount deferred,” which 
turns on present value, is arbitrary 
and capricious. 

Holding: The Federal Circuit found 
that having not provided a definition of 
“amount deferred,” Congress was silent 
on the question at issue, and Treasury’s 
definition based on present value 
considers reasonable actuarial assump- 
tions. Further, Treasury and the IRS 
were not legally obligated to include the 
contingency that, if an employer became 
bankrupt, an adjustment in tax would 
be made. Rather, Treasury and the IRS 
had sought simple, workable, and flexible 
rules for valuing future benefits, and the 
fact that those rules may result in unfair 
results in certain instances does not 
render them invalid. 

Accordingly, the Federal Circuit 
affirmed the decision of the Court of 
Federal Claims. 

@ Balestra, No. 14-5127 (Fed. Cir. 
10/13/15) 


—By Laura Lee Mannino, CPA, LL.M., 
associate professor of accounting and taxa- 


tion, St. John’s University, Queens, N.Y. } 
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Cost of internet domain names used in business must be 
capitalized 

‘In Chief Counsel Advice (CCA) 201543014, the Office of Chief Counsel 
concluded that an internet domain name in the secondary market 
acquired for use in a taxpayer's trade or business is an intangible asset that 
must be capitalized under Regs. Sec. 1.263(a)-4. A generic domain name 
may be a customer-based intangible under Regs. Sec. 1.197-2(b)(6), and 
thus its capitalized cost may be amortized under Sec. 197 if the taxpayer 
acquired it to generate advertising revenue by selling space on its website 
or to increase its market share by providing goods or services through the 
website. A nongeneric domain name may similarly be a customer-based 
intangible or, if registered or functioning as a trademark, amortized under 


Regs. Sec. 1.197-2(b)(10). 





OECD proposes rules to reduce global tax avoidance 
The Organisation for Economic Co-operation and Development 
(OECD) in October issued its long-awaited package of proposals to 
reduce base erosion and profit shifting and harmonize global tax rules. 
‘The project is designed to eliminate gaps in existing rules that allow 
companies to shift their corporate profits to low-tax jurisdictions where 
little or no economic activity takes place. The OECD estimates that 
governments lose between $100 billion and $240 billion in tax revenue 
annually through such corporate tax-avoidance techniques. 


TIGTA: Some PTIN holders noncompliant or unsuitable 
Although it stated it would require preparers to pass a check of compli- 
ance with their own tax obligations to obtain a preparer tax identification 
number (PTIN) (see Notice 2011-6), the IRS in January 2015 identified 
19,496 PTIN holders who potentially were not in compliance with 

their obligations, the Treasury Inspector General for Tax Administration 
(TIGTA) reported (Rep’t No. 2015-40-075). Of those, more than 3,000 
had failed to file required returns for one or more tax years, and eight had 
failed to file returns for five years. Similarly, although the IRS has said it 
would check applicants’ suitability by asking questions such as whether 
they have been convicted of a felony in the previous 10 years (see News 
Release IR-2011-96), more than 3,000 PTIN holders had self-reported a 
felony conviction on their application, 87 of them reporting a conviction 
involving federal tax matters. 
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TAX MATTERS 


Tax Court allows 
discount for assumption 
of estate taxes 


A net gift calculation is accepted 
under the willing buyer/seller 
test. 


The Tax Court held that a donor’s net 
gift in which the recipient assumed 
the potential estate tax liabilities under 
Sec. 2035(b) qualified for a discount in 
calculating the gift’s fair market value 
(FMV) as determined under a willing 
buyer/seller analysis. 

Facts: Jean Steinberg, an 89-year- 
old widow, entered into an agreement 
with her adult daughters to gift cash 
and securities to them in exchange for 
the daughters’ agreement to pay any 
federal or state estate tax and other tax 
liabilities that could arise under Sec. 
2035(b) if Steinberg died within the 
three-year period following the gift. 
On Steinberg’s gift tax return, the gross 
FMV of the property transferred to 
the daughters was discounted by an 
amount represented as the value of the 
daughters’ assumption of the possible 
estate tax liability determined under 
Sec. 2035(b). The discount was based on 
a net gift agreement executed between 
the mother and her four daughters in- 
volving several months of negotiations, 
with each party represented by separate 
legal counsel. Steinberg also retained 
a certified appraiser in calculating 
the FMV of the gifts, using the IRS’s 
mortality tables. 

Issues: In a prior action concerning 
the petitioner (Steinberg, 141 T.C. 258 
(2013)), the court had rejected the IRS’s 
motion for summary judgment, stating 
that it would no longer follow its deci- 
sion in McCord, 120 T.C. 358 (2003), 
rev'd and remanded sub nom. Succession 
of McCord, 461 F.3d 614 (Sth Cir. 2006) 
(see previous coverage, “Tax Matters: Tax 
Court Allows Discount of Gift Value 
for Assumption of Estate Taxes,” Jof, 
Jan. 2014, page 56). The Tax Court’s 





opinion in McCord (reversed by the Fifth 
Circuit) had held that an adjustment to 
FMV would not be allowed on a gift tax 
return, as in advance of the death of the 
donor, no recognized method existed 

for sufficiently determining a discount 
(McCord, 120 'T-.C. at 402). 

Holding: The Tax Court found that 
the daughters’ assumption of the potential 
Sec. 2035(b) estate tax liability was a det- 
riment to the daughters and a benefit to 
their mother; thus it held that consider- 
ation in money or money’s worth should 
be taken into account in determining the 
net gift’s FMV under the willing buyer/ 
seller test of Regs. Sec. 25.2512-1. The 
court further held that the value of the 
discount had been properly calculated 
under the methodology described in Sec. 
2512 and IRS guidance using the IRS's 
mortality tables and applying Sec. 7520 
interest rates as a discount factor. 


& Steinberg, 145 T.C. No. 7 (9/16/15) 


—By David W. Clark, CPA, MPA, 
instructor of accounting and health care 
management, and Darlene Pulliam, CPA, 
Ph.D., Regents Professor and McCray 
Professor of Accountin 1, both of the College 
of Business, West Texas ASM University, 
Canyon, Texas. 


Tax Matters editor Paul Bonner can 
be reached at pbonner@aicpa.org or 
919-402-4434. 
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Expanding your app-titude 


A monthly look at mobile apps that can make the CPA’s job and 
life better. 


By Greg LaFollette, CPA/CITP, CGMA 


‘The central purpose of this column every month is to provide readers a glimpse into various genres of apps 
available and to point out ways in which these tools might make life a bit easier for them and their clients. 
The apps are not “reviewed” in the traditional sense of the word, but rather simply covered as a horizon 
expander in hopes that CPAs will become aware of solutions that just may meet a current or future need. 
Not every product will apply to every CPA or client, but the general awareness of an app’s availability will 
most certainly add to your toolkit. I invite you to consider the following as a part of your tool-sharpening 
process. This month’s column looks at a couple of products in the organization, planning, and time optimi- 
zation genre. Enjoy. 


MAKE MEETING PLANNING EASIER WITH DOODLE 

Doodle simplifies the formerly arduous process of scheduling events involving multiple participants. 
Setting up a free account on Doodle.com is stupid simple, and you can schedule an event immediately. 
Doodle’s only purpose is to make it easy for a group of people to choose a time to meet. Remember the 
dozens of emails and iCal invitations required to arrange a multiperson, multiple-time-zone conference 
call? Poof! Gone. 

Start by suggesting a few time slots—from two on up. I’ve used as many as 15 or 20 date/time choices 
for some larger calls. Then list the email addresses of each invitee (Doodle can connect directly to your 
contact list if you give it permission), and Doodle sends a link to each participant. Once clicked, the link 
shows a list of all invited attendees on a grid, allowing them to quickly and easily indicate their availability 
for each slot. Once everyone has replied, the organizer can see at a glance which slot(s) provide the widest 
common availability. It’s simple, fast, and quickly growing in popularity. You'll like this one—I promise! 
Website: doodle.com Cost: Free for individuals; Private for professionals, $39/year; 
Operating systems: iOS, Android, web and Business for teams, starting at $69/year for one user 





WANT TO SCHEDULE AHEAD WITH UBER? TRY TIMETRAVEL 

Several months ago, we covered the now wildly popular Uber app. A shortcoming of that app is the 
continuing inability to schedule a car in advance. An independent developer recently released a potential 
solution in an app called TimeTravel. It claims to provide advance scheduling for Uber cars. Need a car 
tomorrow at 10 a.m.? Schedule it today, and TimeTravel arranges it via an automated interface into Uber. 
The Uber user community has been clamoring for this feature for some time now, so perhaps this indepen- 





dent, unrelated app will get some early adoption. 

Reviews have been mixed, but the service worked as advertised for me on a recent trip to San José, Calif. 
I ordered the car one night using TimeTravel, putting in the place, time, and destination I needed. The next 
morning, about four minutes before the designated time, I got a notification saying the car was on its way. 
It was on time, and the driver said he got the order just like every other order. 
Website: gettimetravel.com Cost: $1.99 
Operating system: iOS 


Greg LaFollette (greg.lafollette@hq.cpa.com) is a strategic adviser with CPA.com, the commercial subsidiary of 
the AICPA. 
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TAX RETURN PREPARATION 


Outsource your grunt work 


Q. My small tax 
practice has 
grown in recent 
years to the point 
where | am now 
swimming in tax 
return-related 
paperwork, and 
I need better 
organization. 

| use CCH’s 
ProSystem fx for 
tax preparation, 
but do you 

have any other 
technological 
suggestions that 
might help? 





Submit a 
question 


Do you have 
technology 
questions for this 
column? Or, after 
reading an answer, 
do you have a 
better solution? 
Send them to 
jofatech@aicpa. 
org. We regret 
being unable to 


individually answer 


all submitted 
questions. 


A. Perhaps you should check out GruntWorx’s 
Organize and Populate products (GruntWorx. 
com), which organize your client’s tax documents 
and enter the data into your tax preparation soft- 
ware automatically. To use the Organize solution, 
scan your client’s documents and tax receipts into 
a single PDF and forward that file to GruntWorx. 
In about an hour, GruntWorx Organize converts 
those documents into tabbed, searchable PDF 
working papers, which are indexed, bookmarked, 
neatly arranged, and ready for the tax preparation 
process. 

GruntWorx Organize is available in two 
editions: Organize Lite and Organize. The 
Organize Lite version costs $99 for unlimited use, 
and it uses a fully automated process to organize 
the client documents and receipts into working 
papers. The full Organize product performs the 
same function as Organize Lite, but a GruntWorx 
employee also reviews and validates all data. The 
full Organize solution is priced based on tokens 
(which you purchase in bulk from GruntWorx), 
and this pricing basically translates to $3.50 to $5 
per tax return, depending on the volume of tokens 
you purchase (i.e., you pay for tokens in bulk and 
then use one token to organize each tax return, 
rather than paying per tax return). 

GruntWorx Populate builds upon GruntWorx 
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GruntWorx: 
Tax Automation and Organization 
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Organize by going one step further—inputting 
the data into the client tax return in ProSystem fx 
(this populate function requires a few confirming 
mouse clicks). The result is that when the preparer 
sits down to start preparing the ProSystem fx 
1040 tax return, the working papers are already 
prepared, organized, and indexed, and the major- 
ity of the data have already been entered into the 
ProSystem fx tax return. The Populate solution 
(which includes the full Organize product) is also 
priced based on tokens, and this token pricing 
basically translates to $7 to $10 per tax return. 
GruntWorx Populate is compatible with the 
ProSystem fx, UltraTax CS, and GoSystem RS 
tax preparation applications. 

Security notes: When using GruntWorx, 
you might be concerned about sending a client’s 
tax data over the internet or the need to obtain 
a client’s written permission to transmit data in 
this manner. However, GruntWorx maintains 
that the process complies with Internal Revenue 
Code Sec. 7216 and is permitted as a “preparer- 
to-preparer” disclosure described in Regs. Sec. 
301.7216-2(d)(1). Further, GruntWorx uses en- 
crypted communications and undergoes an annual 
security examination as outlined in Statement on 
Standards for Attestation Engagements No. 16, 
Reporting on Controls at a Service Organization. 
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SECURE DATA TRANSMISSION 


Button your share 


Q, Our firm uses 
ShareFile to 

send completed 
PDF-based tax 
returns to clients, 
and as a security 
measure, we set 
the ShareFile 
transfer to 
require clients 

to enter their 
name, company 
name, and 

email address to 
complete the tax 
return download. 
Our managing 
partner is not 
convinced this is 
secure enough. 
Can you help me 
convince her it is? 


journalofaccountancy.com 


A. Your current approach for sending/receiving 
ShareFile documents does provide some level of 
security; however, your managing partner is cor- 
rect—the method you describe does not provide 
the best possible ShareFile security. Here’s why. 
Consider that all email messages (including 

the ones you send to your clients with links to 
ShareFile-encrypted tax returns) can be inter- 
cepted by bad actors, who then can simply click the 
ShareFile link to the encrypted files just as easily as 
the intended recipients—all the hacker needs is the 
recipient’s email address, which is included in the 
email. (Note that even though ShareFile asks the 
recipient to enter his or her email address, name, 
and company to complete the download process, it 
turns out that only the email address is validated; 
the recipient’s name and company name are not 
validated, and the hacker can simply enter any 
names he or she wishes.) 

To use ShareFile in its most secure manner, you 
should check the box labeled Require recipients 
to log in for each ShareFile message you send (as 
pictured below). 

Thereafter, recipients must be registered as users 
on your company’s ShareFile account, and they 
must also log in to complete the download. This 
process is safer from potential hackers who may 
intercept email messages containing the ShareFile 
download links, because there is no way for those 
hackers to know the recipient’s ShareFile login 
password. You can register your clients as users on 
your ShareFile account in two ways, as follows. 


f 
| 
| Email with ShareFile 


| 


cancel 


| 
| ems 


1. Proactively register all clients. If you provide 
ShareFile with the first name, last name, and 
email address for all of your clients, then, for 
free, ShareFile representatives will send elec- 
tronic invitations for them to register as users 
of your ShareFile account. Once they accept the 
invitation, clients will receive a subsequent email 
that enables them to complete the registration 
process and set up their unique ShareFile pass- 
word (linked to your account and their email 
address) for communicating with you using the 
firm’s ShareFile account. 

2. Register your clients as needed. As an alterna- 
tive, you could also simply check the box labeled 
Require recipients to log in as you send your 
clients their tax files, in which case the recipients 
will be prompted to complete the registration 
process before proceeding to download their 
tax returns. When this method is used, as each 
client starts the registration process, you will 
receive a ping email notifying you of the client’s 
intent to register as a user of the ShareFile ac- 
count, and as you receive these ping emails, you 
will need to click the approval button for each 
notification email to approve this action before 
the client can complete the registration process 
and complete the tax return download. 

With either option mentioned above, there- 
after, your clients will be able to download future 
ShareFile documents simply by entering their 
ShareFile password when prompted. I applaud your 
managing partner; she is cautious and wise. > 


(1 Send me o copy of this email i 


i 
| 
{ 
Notifications i 
| 
| 
| 
| 


( Emali me when thes are downloaded 


Security 





(2) Always link to the latest version of the tile @ 


{J Remember subject and custom message for next ime 


Cancel 
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TECHNOLOGY Q&A 


MICROSOFT EXCEL 


Rowing logically 


Q. havea 
massive report 
that | have 
imported into 
Excel, and | 

want to parse 
and crunch the 
data. However, 
the problem is 
that the report 
contains records 
that, when 
converted to 
Excel, are either 
two or three lines 
each, as pictured 
in the example 
at right. What is 
the best way to 
convert these two 
or three lines of 
data records into 
single rows? 





About the 
author 


J. Carlton Collins 
(carlton@ 
asaresearch.com) 
is a technology 
consultant, a CPE 
instructor, anda 
JofA contributing 
editor. 


Note: Instructions 
for Microsoft Office 
in “Technology 
Q&A” refer to the 
2007 through 2016 
versions, unless 
otherwise specified. 


i| A B 
bb | Material PO Long Text Description 
2| 702122547 WASHER, SPRING, SPRING STEEL, 159/179 X 1 MM, ITEM NO. 3594, 5 PER SET, 
5 FOR ROBATEL EXTRACTOR TYPE/MODEL BXP 520 SPECIAL, S/N X92855 C, 
18-EXT-1, AREA 18 


2 
3 
4 
3 | 
6 | 702122541 SPACER, BEARING, FOR ROBATEL BXP 520 CENTRIFUGEL EXTRACTOR, P/N M010, 
Tu S/N X92.855C, DWG NO 54255, AREA 18 

8 

9 


702122545 TURBINE, ALLOY C276, ITEM NO. B215, FOR ROBATEL EXTRACTOR TYPE/MODEL BXP 


eel 


10 | 520 SPECIAL, S/N X92855C, 18-EXT-1, AREA 18 

11} 

12 | 702122546 WASHER, SPRING, SPRING STEEL, 092/109 X 0.6 MM, ITEM NO. 1413, 2 PER 

13 | SET, FOR ROBATEL EXTRACTOR TYPE/MODEL BXP 520 SPECIAL, S/N X928 55C, 


18-EXT-1, AREA 18 





RR i ANN en tS 


A. The initial key to your problem is to create afew _ directly below). This simple formula indicates 


logical functions that determine how many rows whether a product number appears in column A 

of data belong to each record, as follows. Examin- with either a Yes or No result returned in column C. 
ing your data, I noticed that column A contains a Next, in column D, I entered the formula 
product number positioned in the first row of each =IF(C2="Yes",1,IF(C2="No",D1+1,0)) and copied it 
record, and I was able to key off of that number to downward (as shown at the bottom of the page). 
create the formula =IF(A2>1,'Yes","No"), which I This formula counts the number of rows until the 


entered and then copied down column C (as shown _Yes result reappears in column C, and after the Yes 





Aci ae eile a rr __ Sa 
1 Material _ PO Long Text Description ik 3 } 
2 | _702122547|WASHER, SPRING, SPRING STEEL, 1FIF(A2>1,"Yes","No" . 
3 | FOR ROBATEL EXTRACTOR TYPE/MO No 
4 | 18-EXT-1, AREA 18 No 
5 | No 
6 | 702122541 SPACER, BEARING, FOR ROBATEL B> Yes | 
fz S/N X92.855C, DWG NO 54255, AREA No 
30 No 
9 | 702122545 TURBINE, ALLOY C276, ITEM NO. B21! Yes | 
10 | 520 SPECIAL, S/N X92855C, 18-EXT-1 No 
11 | 


No 
"02122546 SPRING, SBR SL Oa 








A SBN ee a ee st a BD 

1 ~~‘ Material ~==PQ Long Text Description or Se 

2 | 702122547 WASHER, SPRING, SPRING STEEL, 14 Yes |_=IF(C2="Yes"1,IF(C2="No",01+1,0 

3 | FOR ROBATEL EXTRACTOR TYPE/MO No 2 ) 
4 18-EXT-1, AREA 18 No 3 
5 | No 4 : 
6 702122541 SPACER, BEARING, FOR ROBATEL B) Yes 1 . 
7 | S/N X92.855C, DWG NO 54255, AREA No 2 | 
8 | No 3 
9 | 702122545 TURBINE, ALLOY C276, ITEM NO. B21! Yes 1 . 
10 | 520 SPECIAL, S/N X92855C, 18-EXT-1 No 2 | 
Lett meee espe : 

~ ™ UI Came 
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702122546 WASHER, SPRING, SPRING STEEL, 
SET, FOR ROBATEL EXTRACTOR TY, 
18-EXT-1, AREA 18 


{gree SHAFT, UPPER, AL Tle 


result appears, the formula starts recounting. 

In column E, I inserted the formula 
=IF(C2="Yes",MAX(D2:D5),0), which returns the 
maximum value of the four-row range starting with 
the adjacent row in column D and including the 
three rows beneath the adjacent row (as shown di- 
rectly below). In essence, this formula indicates how 
many rows are associated with each product number 
in column A next to the first row of each record. 

Leveraging these results, the remaining 
formulas are rather simple. Respectively, formulas 
in columns F, G, H, and I simply return data from 
column A in the adjacent row, from column B in 





, SPRING STEEL, 14 Yes | 
RACTOR TYPE/MO No- 
No 
No | 
NG, FOR ROBATEL B) Yes 
VG NO 54255, AREA No 
i No 
| C276, ITEM NO. B21! Yes 
N X92855C, 18-EXT-1 No 
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=IF(C2="Yes" MAX(D2:D5),0) 


2 
3 
4 
1 
2 
3 
1 
2 
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Se i Pe Sess et 
Peel aT rans 702122547] WASHER, SPRING, SPRING STEEL, 159/179 NFOR ROBATEL EXTRACTOR TYPE/MODEL Bx|18-EXT-1, AREA 18 
| No “feed, | 0 | ee eee eae 
aT | ee rs Se 
‘Yes|_1_| 3 | 702122541|SPACER, BEARING, FOR ROBATEL BXP 520 (SIN X92,855C, DWG NO 54255 Miners 
oT eee eet eee 


Bbniacencas |p Ce PO eo Bs | a see 
[Yes| 1_|_3 | 702122545|TURBINE, ALLOY C276, ITEM NO. B215, FOR 4520 SPECIAL SIN x928650, 18-EXT-1, AREAT] s“‘éTS#CO#”’ 
SS SRG acne ea ea OP A, 


SHER SIRO SOEIC EE aT 
SHER: SPR 092/10 
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TEM EXTRACTOR, TYPESAan™ r 


one row below the adjacent row, from column B 
two rows below the adjacent row, and from column 
B three rows below the adjacent row, depending on 
how many total rows of data there are. The result 
is that the stacked rows for each record are neatly 
organized onto a single row for each record, as sug- 
gested in the screenshot at the bottom of the page. 
‘Thereafter, the new data columns can be easily 
copied and pasted (using Paste, Value) to a new 
worksheet where the data can be sorted, parsed, 
and crunched as necessary. You can download 
this example workbook at carltoncollins.com/ 
rows.xlsx. » 
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MICROSOFT WORD 


Making the grade 


Q. Is it possible to 
check the reading 
grade level of 
the letters and 
reports | write 

in Word 2016, 
and if so, how 
do! do this, and 
exactly how does 
this grade-level 
calculation work? 


A. To check your Word document’s reading 

grade level using the Flesch-Kincaid score, from 
the Word File tab, select Options, Proofing, 

and under the When correcting spelling and 
grammar in Word section, make sure the Check © 
grammar with spelling and Show readability 
statistics boxes are selected. After you enable this 
feature, open a file that you want to check, and 
start the spelling tool by pressing the F7 key. After 
Word finishes checking the document’s spelling 
and grammar, the spelling tool also displays 
information about the document’s reading level, as 
pictured below. 





Readability Statistics ? x 
Counts 
Words 2082 
Characters 10796 
Paragraphs 62 
Sentences 73 
Averages 
Sentences per Paragraph 28 
Words per Sentence 26.3 
Characters per Word 49 
Readability 


Passive spe i 
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The Flesch-Kincaid Grade Level Test rates text 
on an approximate U.S. school grade level; for ex- 
ample, a score of 13.0 (as shown in the screenshot) 
means that the average freshman in college would 
be expected to understand the text. The specific 
formula for calculating the Flesch-Kincaid Grade 
Level score is: (0.39 x ASL) + (11.8 x ASW) — 15.59 

In the formula above, ASL = average sentence 
length (calculated as the number of words divided by 
the number of sentences), and ASW = average num- 
ber of syllables per word (calculated as the number of 
syllables divided by the number of words). 

The Flesch-Kincaid Reading Grade Level scoring 
system was developed in 1975 by J. Peter Kincaid 
and his team as a special project for the U.S. Navy. 
According to research published by Robert P. Strauss 
and Helen Lin of Carnegie Mellon University’s 
Heinz College, the Flesch-Kincaid grade level of the 
Gettysburg Address, the U.S. Constitution, and the 
Internal Revenue Code (as of 2012) are 10.6, 12.3, 
and 9.8, respectively. Further, this duo calculated the 
mean average Flesch-Kincaid grade level for the 
instructions for preparing Forms 1040, 1120, and 
1120S tax returns (over a 22-year period ending in 
2012), were 8.4, 10.0, and 10.3, respectively. 

And just for fun, I used Word’s Flesch-Kincaid 
tool to calculate that this month’s Technology 
Q&A column scores a 13.0 (mainly because this 
column’s many menu instructions result in more 
complex sentence structures; I sure hope my column 
is easier to understand than the U.S. tax code). 





USER-FRIENDLY INTERNET 


Carlton's pondering 


More websites today seem to publish their articles 
across multiple webpages (most likely so they can 
generate more page views and advertising hits); 
sometimes I find myself clicking the Next button 
several dozen times just to read a single article; per- 
haps you recognize these notorious buttons below. 
‘This multipage format often makes reading those 
articles a lengthy and tiresome process, especially 
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on mobile devices with slower internet speeds. As a 
response, over the past few months, as I’ve en- 
countered this type of article format, I have simply 
deleted those reading sources from my link list of 
frequent reading sites—and my reading productivity 
has improved. I wonder if those websites know they 
are pushing some of their readers away with their 
convoluted reading format, perhaps forever. ll 
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Former AICPA chairman receives 
Institute’s highest award 


Greg Anton, CPA, CGMA, 
the chairman and CEO 

of Anton Collins Mitchell 
LLP in Colorado and a 
former chair of the AICPA 
board of directors, received 
the Institute’s 2015 Gold 
Medal Award for Distin- 
guished Service. 

The Gold Medal is the 
highest award granted by 
the AICPA and is given 
to CPAs who have made 
major contributions to the 
CPA profession. 

Anton served as chair 


of the AICPA’s board of 


directors from 2011 to 2012. 


He presently serves as part 
of the AICPA delegation to 
the International Federation 
of Accountants. He is the 
founder of the Institute’s 


“What’s at Stake” initiative, 
which promotes federal 
fiscal responsibility. 

Anton also served as chair 
of the Colorado Society 
of CPAs (COCPA) dur- 
ing its centennial year and 
co-chaired its foundation's 
Centennial Scholarship 
Campaign, which raised 
over $1 million. In 2013, 
he received the COCPA’s 
Distinguished Service Award 
for his contributions to the 
CPA profession. 

He has been recognized by 
several publications as a key 
influencer in the profession, 
and he serves on the boards 
of numerous philanthropic 
organizations. 


Germano receives profession's highest honor in taxation 


Lisa C. Germano, CPA, CGMA, the 
co-founder, president, and general 
counsel of Actuarial Benefits & Design 
Co. based in Midlothian, Va., received 
the 2015 Arthur J. Dixon Memorial 
Award, the highest honor bestowed by 
the accounting profession in the area 
of taxation. 

Germano has served on the IRS In- 
formation Reporting Program Advisory 
Committee and has written numerous 
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retirement planning articles relating 
to pension law and its administration. 
She also received the Hammer Award 
from Vice President Al Gore for her 
outstanding regulatory work with the 
Pension Benefit Guaranty Corp. 
Germano has been an AICPA volun- 
teer for more than 25 years, serving as a 
member of the governing Council, board 
of directors, Tax Executive Committee, 
and Financial Literacy Commission, 


and has chaired multiple task forces and 
committees. She has co-chaired and 
been a faculty member of the AICPA 
National Conference on Employee 
Benefit Plans for many years. 

She is also chair of the board of the 
Virginia Society of CPAs and has served 
several years as a member of the board 
and the society’s Educational Founda- 
tion as well as on other committees and 
task forces. > 
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Members recognized for sustained volunteer service 


Forty-one CPAs received the AICPA 
Sustained Contribution Award, which 
recognizes members of the Institute 
who have contributed measurably to 
the AICPA and the CPA profession 
through their volunteer service. 

The recipients (listed here) have 
served on an Institute volunteer group 
for 20 or more years and have served at 
least once as a chair of an AICPA com- 
mittee, task force, or resource panel. 


Carl M. Alongi, New Mexico 
John L. Archambault, Illinois 
Edward F. Bader, Connecticut 
Timothy James Bartz, Montana 
Michael A. Bolas, New York 


Larren Gary Boomer, Kansas 


W.A. Broadus Jr., Virginia 

Andrew J. Capelli, South Carolina 
Brian Arthur Caswell, New York 

S. Thomas Cleveland, California 
John Richard Connell, Colorado 
Michael A. Conway, South Carolina 
James B. Downey, New Mexico 
Dirk Edwards, Oregon 

James Don Edwards, Georgia 
Kathryn Forbes, Arizona 

William M. Grooms, South Carolina 
Michael W. Harnish, Washington 
Arthur S. Hoffman, New York 
William Wallace Holder, California 
Stephen Downing Holton, Virginia 
Sandra K. Johnigan, Texas 

Jean M. Joy, Massachusetts 

Wayne A. Kolins, New York 


“ly client wanted to grow her business ... | knew 


a reporting framework that clearly explained her 


financials would give lenders what they needed 





to make a good decision. 
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A New Financial Reporting Framework 
for Small Business Has Arrived 


Download a free PDF of the FRF for SMEs” at aicpa.org/FRF-SMEs. 
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John Marcus Lacey, California 
Mary Rapp MacBain, Kansas 
John R. Meinert, Illinois 
Edmund R. Noonan, Connecticut 
David B. Pearson, Missouri 
Richard E. Piluso, New Jersey 
Alfred M. Pruskowski, New York 
Thomas M. Stemlar, Arizona 
Sandra A. Suran, Oregon 

Paula Bevels Thomas, Tennessee 
Patricia A. Thompson, Rhode Island 
Richard D. Thorsen, Minnesota 
George H. Tucker III, California 
Randy S. Watson, Colorado 
Thomas R. Weirich, Michigan 
Doyle Z. Williams, Maryland 
Wes Williams, Indiana Mf 
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Patricia D. “Trish” 
Shannon, CPA, CGMA, is 
the CFO and senior vice 
president for strategy, 
innovation, finance, and 
grants management for 
the AARP Foundation in 
Washington. 


“We're focusing on tracking outcomes” 


Charity’s public mission: The AARP Foundation has a vi- 
sion of a country free of poverty, where no older person feels 
vulnerable. We focus on the low-income 50-plus population. 
We're a public charity, and as such we raise funds from indi- 
viduals, state and local governments, corporations, foundations, 
and other organizations. We also receive contributions from 
AARP. Our annual revenue is a little over $225 million, and 
we have about 300 staff across the country. 


Linking strategy, innovation, and finance: I love my job! 

It’s the first time in my career where I’ve had responsibility for 
strategy and innovation in addition to finance. From what I’ve 
seen, it helps with the planning process and the management 
of the organization when planning and budgeting are con- 
nected. I like how it allows me to have great insight on what’s 
happening across the foundation and lets me align and manage 
the resources in support of the mission. 


Promoting transparency: As investors in our mission, donors 
want to know about the work that we are doing, and they want 
to know how their money is being spent. That’s why we are 
challenging ourselves to move from counting outputs to track- 
ing outcomes and impact. Our donors want to know more 
about how their funds were used beyond, for example, the 
number of people who attended training on how to manage 
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their money. They want to know that people are now handling 
their finances better, making solid credit decisions, or adopting 
other positive behaviors as a result of going to the training. 


Approach to strategic planning: Ultimately, you have to 
know what you're trying to achieve with your organization, 
because that drives the plan you put in place. You want a plan 
that guides the decision-making of the organization. A for- 
profit [organization] has a clear signal if customers aren't buying 
the product; they know that they've got to change course. For 
nonprofits, it’s a little bit different because you don't have the 
customer. We are trying to learn as much as we can about those 
we serve so that we can build interventions that will help them 
succeed, and we want to know their perception of our work. 


Bring people along: The best way to promote effective finan- 
cial management is for finance professionals to get out and 
talk to their colleagues. To really understand the business and 
what drives success, finance professionals can't be isolated and 
separate from the work. In addition, we have to communicate 
financial principles in a way that colleagues will understand 


and be able to apply. That takes the fear out of the financials. 


—As told to Sheon Ladson Wilson (sheonlwilson@aol.com), a 
freelance writer in Durham, N.C. 
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